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Preface 


Much  has  been  written  of  late  regarding  the  “crisis  of  America’s  decaying 
infrastructure.’’  Symptoms  of  malaise  have  been  identified  at  all  levels  of 
government.  Most  of  the  extant  literature  either  describes  the  condition 
vaguely,  or  proffers  facile  interpretations  of  the  underlying  causes.  This 
volume  is  intended  to  fill  part  of  the  gap  between  these  two  treatments.  In 
addition,  this  volume  attempts  to  add  to  our  understanding  of  decision 
making  at  the  local  level. 

Drawing  upon  published  and  unpublished  (field-based)  data,  four  princi¬ 
pal  threads  weave  their  way  through  our  treatment.  First,  we  argue  that  one 
cannot  determine  what  government  should  do  with  regard  to  financing 
physical  infrastructure  unless  one  first  understands  the  role  that  infrastruc¬ 
ture  plays  in  the  economic  development  process.  We  examine  the  theoreti¬ 
cal  literature  from  developmental  economics  and  public  finance,  and  begin 
by  placing  the  financing  of  infrastructure  within  the  broader  context  of 
governmental  responsibilities.  Providing  infrastructure,  or  public  capital 
stock,  is  one  of  the  major  activities  performed  by  government,  but  the 
financing  of  infrastructure  for  developmental  activities  is  in  dynamic  ten¬ 
sion  with  changes  in  redistributive  policies  across  time,  is  contingent  upon 
fiscal  resources,  and  varies  across  governmental  levels. 

Focusing  on  infrastructural  development  at  the  municipal  level  in  nine 
cities,  the  remaining  three  threads  of  this  volume  attempt  to  investigate  this 
dynamic  tension.  First,  we  challenge  the  common  argument  that  the  reason 
for  poorly  maintained  or  insufficient  construction  of  infrastructure  can  be 
explained  in  terms  of  local  fiscal  stress,  and  conclude  that  although  fiscal 
stress  is  an  important  constraint  on  infrastructural  development,  it  has  been 
overplayed.  Second,  we  challenge  the  common  argument  that  the  intergov¬ 
ernmental  (federal)  grant  system  is  responsible  for  the  current  crisis.  We 
conclude  that  although  federal  grants  affect  total  outlays  and,  in  some 
cases,  project  selection,  they  do  not  affect  the  commitment  of  local 
resources  to  capital  investment.  Finally,  we  develop  a  theory  of  local  capital 
investment  based  upon  incremental  decision  making.  The  failure  to  apply 
such  a  theory  has  led  to  an  intergovernmental  grant  policy  and  a  focus  on 
fiscal  scarcity  that  have  been  inappropriate  in  light  of  the  need  for  infra- 
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structure.  Our  review  of  the  application  of  this  argument  to  recent  federal 
policies  for  local  infrastructural  development  finds  such  policies  wanting. 

Many  people  have  been  instrumental  in  making  this  volume  a  reality. 
Both  authors  were  senior  policy  analysts  at  consad  Research  Corporation 
in  Pittsburgh  when  consad  received  a  contract  from  the  U.S.  Department 
of  Commerce  to  study  public  works  investment  in  the  United  States 
(consad  1980).  Our  responsibility  was  to  collect  field  data  from  nine  cities 
on  the  condition  of  and  expenditure  for  urban  infrastructure.  Much  of  the 
data  referred  to  in  this  volume  were  collected  while  we  worked  on  this 
contract.  We  would  like  to  thank  Dr.  Wilbur  Steger,  president  of  consad, 
for  use  of  this  data  base.  We  also  appreciate  the  input  of  Richard  Nathan 
(chapter  2),  Patrick  Larkey  (chapter  3),  Nancy  Beer,  the  students  of  an 
urban  policy  seminar  at  Miami  University  (chapter  4),  the  students  of  a 
policy  workshop  on  infrastructure  at  Princeton’s  Woodrow  Wilson  School, 
and  anonymous  referees  for  elaborate  and  useful  critiques  of  the  manuscript. 
The  typing  skills  of  Dorothy  Pierson  and  Jean  Roe  are  gratefully  acknowl¬ 
edged,  as  well  as  their  abilities  to  decipher  our  penmanship.  Finally,  we 
would  like  our  families  to  know  that  without  their  constant  encouragement, 
schedule  reshufflings,  and  general  support,  this  work  would  never  have 
been  completed. 

Errors  of  omission  and  commission  we  perfunctorily  assume  are  the  fault 
of  the  other. 


Michael  A.  Pagano,  Miami  University 
Richard  J.  T.  Moore,  Princeton  University 

September  1984 


Abbreviations 


acir  Advisory  Commission  on  Intergovernmental  Relations 

afdc  Aid  to  Families  with  Dependent  Children 

arfa  Anti-Recessionary  Fiscal  Assistance 

cbo  Congressional  Budget  Office 

cdbg  Community  Development  Block  Grant 

ceta  Comprehensive  Employment  and  Training  Act 

eda  Economic  Development  Administration 

eoc  economic  overhead  capital 

epa  Environmental  Protection  Agency 

etj  extraterritorial  jurisdiction 

faus  Federal-Aid  Urban  System 

grs  general  revenue  sharing 

hud  Department  of  Housing  and  Urban  Development 

ira  Individual  Retirement  Account 

irb  Industrial  Revenue  Bond 

lpw  Local  Public  Works  Act,  1976  and  1977 

mfoa  Municipal  Finance  Officers  Association 

pse  Public  Service  Employment 

ran  Revenue  Anticipation  Note 

rfc  Reconstruction  Finance  Corporation 

soc  social  overhead  capital 

udag  Urban  Development  Action  Grant 

umta  Urban  Mass  Transit  Administration 


I.  Public  Capital  Investment  and 
Economic  Development 

The  Current  Crisis 


One  of  the  traditional  activities  of  urban  and  local  governments — the 
construction,  maintenance,  and  repair  of  infrastructure — has  come  under 
enormous  scrutiny  and  criticism  in  recent  times.  As  publicity  about  the 
problem  of  deteriorating  infrastructure  increases,  commentators  report  that 
without  adequate  maintenance  and  public  capital  investment,  cities  and 
whole  regions  cannot  expect  to  realize  economic  growth.  One  of  the  most 
noted  authorities  on  the  infrastructure  avers,  “One  of  the  few  advantages 
that  old,  larger  cities  possess  in  competing  for  economic  activity  is  their 
inherited  capital  stock”  (Peterson  1978,  49).  The  implication  is  that  the 
capital  stock  of  cities  attracts  economic  activity. 

The  above  statement — and  much  of  the  extant  literature  on  the  crisis  of 
America’s  public  infrastructure  —  implies,  or  explicitly  argues,  that  invest¬ 
ment  in  infrastructure  is  a  necessary  ingredient  in  firms’  decisions  to  locate 
or  expand  at  specific  sites.  To  the  extent  that  infrastructure  is  inadequate, 
the  growth  potential  of  any  location  becomes  questionable.  Cities  are  faced 
with  a  survival  imperative  that  demands  continued  investments  in  existing 
and  new  public  stock. 

This  book  addresses  the  issue  of  infrastructure  and  the  local  determi¬ 
nants  of  the  infrastructure  problem.  However,  we  propose  to  take  two  steps 
back  from  the  immediate  vicissitudes  of  falling  bridges  and  crumbling 
concrete,  and  place  the  issue  of  public  provision  of  infrastructure  in  a 
broader  context.  That  is  to  say,  as  a  means  of  understanding  the  infrastruc¬ 
ture  problem,  we  concern  ourselves  with  the  question  of  what  cities  do  in 
contemporary  America. 

That  sounds  like  a  rather  sweeping  agenda  for  one  short  volume.  Let  us 
clarify  our  objectives  a  bit.  This  study  focuses  on  cities  and  their  perfor¬ 
mances  of  developmental  functions.  Much  has  been  made  of  late  about 
whose  responsibility  it  is  to  do  what  in  the  American  federal  system.  From 
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politicians  and  their  advisors  we  hear  suggestions  about  revamping  the 
federal  system;  from  academics  we  hear  of  “proper  functions”  that  cities 
realistically  can  be  expected  to  perform.  From  all  accounts  we  hear  that 
cities  (and  perhaps  the  federal  system  as  well)  have  been  inadequately 
performing  the  basic  function  of  providing  appropriate  public  goods,  among 
which  infrastructure  is  counted. 

If  developmental  functions  are  a  major  part  of  what  cities  do,  then  the 
issue  of  infrastructural  investment,  the  apparent  deterioration  of  existing 
public  capital  stock,  the  possibility  of  net  disinvestment  in  public  infrastruc¬ 
ture.  and  the  implications  of  deterioration  all  become  important  for  several 
reasons.  First,  the  provision  of  infrastructure  plays  several  roles  in  the 
capital  formation  process  and  is  therefore  important.  Second,  the  evidence 
of  deterioration  of  waterways,  transportation  networks,  sewer  systems,  etc., 
is  alarming  in  and  of  itself  and  merits  discussion.  Finally,  from  an  analyti¬ 
cal  perspective,  an  understanding  of  how  and  why  urban  governments  have 
allocated  resources  for  public  infrastructure  may  tell  us  a  great  deal  about 
broader  (i.e.,  developmental  and  redistributional)  policy  choices  that  cities 
make. 

Both  the  popular  media  and  a  plethora  of  studies  in  the  past  few  years 
have  assumed  that  neglect  of  public  works  investment  or  infrastructure 
means  that  cities  have  failed  (and  will  continue  to  fail)  to  realize  economic 
growth  potential.  A  further  assumption  is  that  declines  in  public  works 
investment  are  the  consequence  of  the  deleterious  effects  of  limited  financial 
capacity  to  expend.  Thus,  the  principal  foci  of  the  literature  have  been 
the  function  and  condition  of  infrastructure,  the  fiscal  crisis  of  cities  and  its 
impact  on  public  investment,  and  the  changes  and  cutbacks  in  federal 
grants  and  their  effects  on  local  public  investment.  An  intensive  examina¬ 
tion  of  these  foci  for  all  American  cities  would  be  impossible.1  Therefore, 
as  a  means  of  understanding  the  issues,  we  restrict  our  scope  to  an  analysis 
of  three  major  infrastructural  activities  (street  and  bridge  networks,  water 
systems,  and  sewer  systems)  in  nine  geographically  dispersed  central  cities.2 

This  volume  examines  the  condition  and  the  function  of  infrastructure 
(the  remainder  of  chapter  i)  and  the  separable  impacts  of  fiscal  stress 
(chapter  2)  and  federal  grants  (chapter  3)  as  predictors  of  infrastructural 
condition.  However,  we  are  somewhat  discomforted  by  the  “passivity  of 
local  government  as  actor”  argument  that  is  implied  in  these  approaches. 
As  we  shall  show,  neither  fiscal  stress  nor  changes  in  federal  aid  proves  to 
be  an  adequate  explanation  for  investment  or  disinvestment  decisions. 
Indeed,  we  argue,  it  is  important  to  understand  that  cities  make  critical 
choices  as  to  their  own  role(s).  A  city's  willingness  to  expend,  as  shown  in 
part  by  the  patterns  of  expenditures,  may  tell  us  a  great  deal  about  the 
“how”  and  "why”  of  the  current  infrastructure  crisis,  and  a  great  deal 
about  the  role  of  cities  as  providers  of  developmental  or  redistributional 
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options.  Chapter  4  offers  an  alternative  framework  for  understanding  pub¬ 
lic  capital  investment  decisions.  Finally,  we  conclude  this  volume  by  reex¬ 
amining  recent  urban  policy — particularly  national  urban  policy  —  in  light 
of  how  policy  has  responded  to  local  perceptions  of  competing  city  needs 
based  upon  the  alternative  framework  of  chapter  4.  The  question  addressed 
in  this  final  chapter  is:  Has  national  urban  policy  been  appropriate  in 
responding  to  or  in  guiding  the  response  of  local  government  capital  invest¬ 
ment  decisions? 


Cities,  Development  Policies,  and  Capital  Investments 

Although  infrastructure  is  often  presumed  to  possess  properties  that 
attract  economic  activity,  few  studies  on  the  determinants  of  industrial 
location  and  expansion  present  as  unqualified  a  statement  as  that  one.  In 
fact,  the  industrial  location  literature  suggests  just  the  opposite:  the  activi¬ 
ties  of  the  public  sector  have  a  minimal  effect  on  the  decisions  of  firms  to 
locate  at  one  site  compared  with  others.  In  spite  of  these  findings,  develop¬ 
mental  policies  are  pursued  vigorously  by  cities.  In  a  recent  volume,  Paul 
Peterson  (1981)  suggests  that  cities  pursue  three  qualitatively  different 
policies.  These  "policy  arenas"  find  their  intellectual  base  in  Lowi’s  (1964) 
policy  typology.  Peterson  defines  these  three  types  of  public  policies  in  the 
following  manner:  "Developmental  policies  enhance  the  economic  position 
of  the  city.  Redistributive  policies  benefit  low-income  residents  but  at  the 
same  time  negatively  offset  the  local  economy.  Allocational  policies  are 
more  or  less  neutral  in  their  economic  effects”  (1981,  41).  All  city  activi¬ 
ties  can  be  classified  according  to  this  typology.  Because  only  developmen¬ 
tal  policies  enhance  the  economic  prospects  of  the  city,  Peterson  claims  that 
city  governments’  primary  duties  should  be  in  developmental  areas:  “I  find 
the  primary  interest  of  cities  to  be  the  maintenance  and  enhancement  of 
their  economic  productivity.  To  their  land  area  cities  must  attract  produc¬ 
tive  labor  and  capital”  (1981,  15).  The  other  two  types  of  policies  do  not 
have  this  enhancing  effect;  allocational  policies  have  no  impact  on  eco¬ 
nomic  growth  and  redistributive  policies  have  a  negative  economic  effect. 
This  definition  of  redistribution  ("negative  effects  on  local  economies”) 
represents  a  reduction  of  Peterson’s  original  definition:  “redistribution  from 
the  better  off  to  the  less  well  off  segments  of  the  community  .  .  .  [and]  poli¬ 
cies  that  have  negative  effects  on  local  economies”  (1981, 43).  To  illustrate 
this  narrowing  of  definition,  consider  Peterson’s  discussion  of  air-pollution 
politics.  He  admits  that  it  is  hardly  redistributive  for  all  classes  of  people  to 
enjoy  the  environmental  benefits  of  the  air-pollution  programs,  but  he  adds 
that  "the  adverse  economic  effects  of  strict  air  pollution  control  create 
problems  for  local  policy  makers  similar  to  those  raised  by  low-income 
housing  programs  and  other  obviously  redistributive  questions”  (1981, 
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1 68).  The  standard  has  shifted  for  classifying  a  program  as  redistributive. 
The  implication  is  that  what  is  not  developmental  must  be  redistributive. 
More  precisely,  policies  are  really  developmental  or  antidevelopmental, 
with  a  small  grey  area  between  the  two  that  Peterson  calls  allocational. 
Allocational  policies  include  the  “traditional”  areas  of  governmental 
involvement:  justice,  administration,  law  enforcement,  and  other  “house¬ 
keeping”  duties.  Similarly,  Musgrave  (1959)  suggests  that  allocational 
policies  deal  with  providing  social  goods  (nonrivaled  and  nonexcludable 
goods). 

Although  Peterson  acknowledges  that  “most  of  what  is  discussed  as 
urban  politics  is  the  politics  of  allocation”  (1981,  150),  he  prefers  to 
concentrate  on  the  developmental  and  redistributive  (antidevelopmental) 
policies  of  cities.  Either  policies  enhance  the  economic  position  of  a  city  or 
they  don't.  Peterson  argues  that  redistributive  policies  necessarily  increase 
marginal  costs  to  the  above-average  taxpayer  and  firm,  and  developmental 
policies  increase  the  benefits  received.  Indeed,  we  argue  that  this  is  the 
fundamental  choice  of  cities  in  the  budgetary  process.  Thus,  a  twofold 
typology  that  classifies  activities  according  to  whether  or  not  they  enhance 
activity  can  be  constructed.  The  advantage  of  constructing  a  developmental/ 
antidevelopmental  policies  typology  rests  on  the  fact  that  it  avoids  the 
delusion  that  transfers  (redistributions)  are  the  real  culprits  in  declining 
economies.  Instead,  it  forces  the  question  of  distinguishing  between  poli¬ 
cies  designed  to  enhance  economic  growth  and  those  without  that 
immediate,  specific  objective. 

Indeed,  such  a  typology  has  been  proposed  previously.  Niles  Hansen 
proposed,  as  early  as  1965,  a  typology  that  is  surprisingly  similar.  Using  a 
common  concept  in  the  economic  development  literature,  “overhead 
capital,”  Hansen  constructs  a  useful  typology  for  understanding  city 
policies.  Overhead  capital,  or  “social  overhead  capital,"  as  Albert  Hirschman 
calls  the  same  cluster  of  activities,  “is  usually  defined  as  comprising  those 
basic  services  without  which  primary,  secondary,  and  tertiary  productive 
activities  cannot  function.  In  its  wider  sense,  it  includes  all  public  services 
from  law  and  order  through  education  and  public  health  to  transportation, 
communication,  power  and  water  supply,  as  well  as  such  agricultural  over¬ 
head  capital  as  irrigation  and  drainage  systems”  (Hirschman  1958,  83). 
Overhead  capital,  according  to  this  scheme,  comprises  one  basic  set  of 
economic  activities;  the  other  is  “directly  productive  activities,”  or  the 
actual  production  and  distribution  of  industrial  and  agricultural  goods. 

Hansen  attempts  to  sharpen  the  concept  of  overhead  capital  in  order  to 
identify  and  analyze  the  causes  of  municipal  investment.  He  proposes  to 
distinguish  between  those  types  of  overhead  capital  that  “are  primarily 
oriented  toward  the  support  of  directly  productive  activities  or  toward  the 
movement  of  economic  goods”  (1965,  50),  such  as  roads,  power  and 
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water,  communications  facilities,  sanitation  services  and  sewerage,  and 
those  activities  that  are  noneconomic  in  nature,  such  as  fire  and  police 
protection,  health  and  welfare,  public  housing,  and  education.  The  former 
category  of  activities  he  labels  economic  overhead  capital  (eoc),  and  the 
latter  social  overhead  capital  (soc).3  Stuart  Holland,  utilizing  Hansen’s 
typology,  presents  a  view  very  similar  to  Peterson’s  concerning  the  impact 
of  qualitatively  distinct  policies.  He  argues  that  soc  “is  not  essential  for 
the  efficient  undertaking  of  directly  productive  activity,  and  that  the  provi¬ 
sion  of  eoc  alone  is  a  necessary  condition  for  it.”  He  goes  on  to  add  that 
“while  the  provision  of  soc  alone  does  not  necessarily  result  in  the  attrac¬ 
tion  of  industry  to  an  area,  the  location  of  directly  productive  activity 
utilizing  available  eoc  will  increase  income  and  thus  local  taxation  receipts 
from  the  firms  concerned  and  employees,  which  can  be  utilized  for  the 
improvement  of  soc”  (1976,  216).  In  other  words,  cities’  policies  should 
be  analyzed  according  to  their  impact  on  the  economic  activity  of  the 
community  (Peterson  1981).  In  our  discussion  of  the  infrastructure,  we 
adopt  this  framework. 

In  our  treatment,  eoc  policies  are  those  that  promote  economic  activity; 
soc  policies  are  those  that  do  not.  One  reason  for  the  neglect  of  the  nation’s 
infrastructure  is  the  failure  to  distinguish  between  eoc  and  soc.  Sena¬ 
tor  Daniel  Patrick  Moynihan  voiced  concern  about  this  issue  when  he 
complained  that  “it  continues  to  be  the  case  that  New  York  receives  more 
‘soft’  money  than  ‘hard’  [from  the  federal  government].  The  faster  growing 
regions  of  the  country  get  infrastructure,  we  get  food  stamps”  (1979,  6). 
The  implication  of  Moynihan’s  comments  is  that  soft  money  is  antidevelop- 
mental  and  retards  economic  activity,  while  hard  money  is  developmental 
and  promotes  economic  growth. 

The  recent  calls  by  Pat  Choate  (1981),  Congressman  William  E  Clinger 
(R-Pa.)  and  Robert  Edgar  (R-Pa.),  Peter  Goldmark  (Director  of  the  Port 
Authority  of  New  York  and  New  Jersey),  and  recent  congressional  hearings 
(National  Infrastructure  Advisory  Committee  1984)  for  the  federal  govern¬ 
ment  to  alter  its  budgetary  practices  to  include  a  separate  capital  budget 
would  aid  in  addressing  this  problem.  A  capital  budget  would  be  one  way 
of  not  only  monitoring  and  accounting  for  federal  capital  investments,  but 
also  keeping  track  of  which  regions  or  cities  receive  inadequate/disporpor- 
tionate  capital  funds.  Local  governments  generally  maintain  some  sort  of 
capital  budgets.  They  know  how  much  has  been  invested  in  any  particular 
eoc  (or  soc)  category  so  that  investment  trends  can  be  analyzed.  However, 
we  argue  that  local  governments  do  not  generally  develop  comprehensive 
capital  budgets.  If  capital  budgets  are  records  of  the  fixed  assets  of  cities, 
then  they  should  include  records  of  activities  that  clearly  support  or  main¬ 
tain  that  fixed  investment.  Capital  budgets  should  have  operating  budget 
components  that  pertain  directly  to  the  maintenance  expenditures  of 
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facilities:  not  street  sweeping,  but  pothole  repairs;  not  janitorial  expenses 
for  the  water  plant,  but  pipeline  repair;  and  any  other  maintenance  activities 
that  either  extend  the  useful  design  life  of  a  facility,  or  allow  the  predicted 
useful  life  of  the  facility  to  be  reached.  For  it  is  both  kinds  of  activities  that 
contribute  to  the  utility  and  usability  of  eoc  activities.  Separating  all  eoc 
expenditures  of  both  capital  and  operating  natures  from  soc  outlays  would 
surely  help  identify  effects  of  policy  shifts  over  time. 

For  now,  the  distinction  between  eoc  and  soc  provides  a  foundation 
upon  which  we  can  build.  Instead  of  focusing  on  both  policy  types,  we 
propose  to  follow  Paul  Peterson's  and  Holland’s  advice.  Peterson  claims 
that:  “Cities,  like  all  structural  social  systems,  seek  to  improve  their  posi¬ 
tions  in  all  three  of  the  systems  of  stratification — economic,  social,  and 
political— characteristic  of  industrial  societies  .  .  .  [and]  inasmuch  as 
improved  economic  or  market  standing  seems  to  be  an  objective  of  great 
importance  to  most  cities,  I  shall  concentrate  on  this  interest’’  (1981,  22). 
Holland  (1976)  adds  that  the  provision  of  eoc  programs  can  be  considered 
a  necessary  condition  for  improved  economic  or  market  standing.  We 
propose,  therefore,  to  focus  the  remainder  of  this  book  on  eoc  policies  and 
their  implications  for  the  infrastructure  debate. 


The  Role  of  Infrastructure  in  Development 

We  suggest  that  the  public  provision  of  infrastructure  serves  three  impor¬ 
tant  interrelated  purposes.  The  first  is  as  a  foundation  for  economic  growth. 
The  second  purpose  is  as  an  element  of  overall  capital  formation.  The  third 
is  to  reduce  the  costs  of  production  for  firms,  thereby  contributing  to 
private  capital  formation. 

The  first  purpose  of  infrastructural  activities  and  public  investment  is 
to  establish  a  foundation  upon  which  directly  productive  activities  can 
operate.  Without  the  provision  of  adequate  streets,  water  supply,  and 
sewage  treatment,  it  would  be  difficult  indeed  for  directly  productive 
activities  to  proceed,  at  least  without  tremendous  cost  to  the  producer. 
As  a  foundation  for  economic  growth  and  for  the  introduction/expansion 
of  directly  productive  activities,  infrastructure  can  be  provided  in  one 
of  two  ways.  According  to  many  developmental  economists,  government 
investment  can  direct  or  indicate  the  kind  and  quality  of  directly  produc¬ 
tive  activity  needed  at  a  particular  location.  Such  public  outlays  indicate 
points  where  private  risks  might  be  lessened.  For  example,  Hirschman 
(1958)  argues  that  according  to  backward-  and  forward-linkage  indus¬ 
trial  development  analysis,  the  public  sector  should  identify  growth  areas 
and  provide  appropriate  goods  and  services  in  order  to  stimulate  private 
investment.  His  approach  requires  an  understanding  of  where  sectoral 
bottlenecks  develop  so  that  government  outlays  can  smooth  the  indus- 
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trialization  process  and  avoid  contributing  to  more  bottlenecks. 

Many  public  finance  and  urban  economic  specialists,  on  the  other  hand, 
argue  that  public  investments  are  a  reaction  to  constantly  changing  levels  of 
demand.  As  demand  increases,  the  public  sector  must  meet  the  new  demand 
or  face  the  possibility  of  losing  firms  and  taxpayers  to  competing  municipali¬ 
ties  (Tiebout  1956).  The  public  sector  is  thus  viewed  as  an  organization 
that  reacts  to  constantly  changing  levels  of  demand. 

Without  engaging  ourselves  in  the  debate  between  these  different  per¬ 
spectives  on  the  timing  of  public  investments  (which  is  developed  exten¬ 
sively  in  Chapter  4),  it  is  instructive  to  note  that  they  both  recognize  the 
vital  importance  of  infrastructure  to  overall  economic  growth  and 
development.  Both  argue  that  infrastructure  is  a  foundation  for  economic 
activity  or,  as  Holland  argues,  a  “necessary  condition”  for  the  “efficient 
undertaking  of  directly  productive  activity”  (1976,  216). 

The  second  purpose  for  providing  infrastructure  restates  and  focuses  the 
first.  It  suggests  that  the  public  sector’s  provision  of  infrastructure  should 
be  viewed  as  a  vital  and  necessary  aspect  of  capital  formation.  Infrastructure, 
or  overhead  capital,  as  Youngson  argues,  “seldom  produces  direct  effects 
only,  because  the  output  of  overhead  capital  is  usually  an  input  elsewhere  in 
the  economic  system.  .  .  .  Usually,  the  opportunities  created  by  overhead 
assets  ...  are  efficiently  and  fully  utilized  only  as  a  result  of  the  creation 
of  further  additional  capital  for  setting  up  new  productive  activities  or 
expanding  old  activities”  (1967 ,  121).  In  other  words,  eoc  must  be  under¬ 
stood  in  terms  of  its  contribution  to  economic  activity.  Thus,  creation  or 
expansion  of  facilities  must  be  realized  before  eoc  can  be  considered  as 
having  had  an  impact  on  capital  formation.  From  this  perspective,  although 
eoc  activities  are  provided  as  inputs  into  the  production  process,  such 
activities  are  considered  vital  to  economic  activity.  Of  course,  much 
depends  on  the  nature  of  the  local  economy  in  question.  For  example, 
developing  societies  emphasizing  the  expansion  of  industrial  development 
have  qualitatively  different  infrastructural  needs  than  industrialized  societies. 
Developing  nations  may  require  new  port  and  highway  facilities  for  industry, 
whereas  industrialized  nations  may  want  to  meet  the  needs  of  an  ever- 
expanding  service  sector  by  providing  better  mass  transit  or  communica¬ 
tion  services.  In  either  context,  public  investment  must  adapt  to  the  dynamic 
economic  transformations  of  society  in  order  to  be  an  efficient  agent  in  the 
capital  formation  process. 

A  third  purpose  for  providing  infrastructure  is  to  expand  the  role  of  capital 
formation  to  include  a  dimension  of  who  pays  and  who  benefits.  Firms  that 
locate  to  minimize  costs  or  maximize  profits  usually  do  not  possess  the 
capital  to  construct  the  necessary  highway,  water,  sewer,  and  utilities  sys¬ 
tems  required  to  engage  in  business.  Goodrich  (i960)  argues  that  dur¬ 
ing  the  canal  and  railroad  era  in  the  first  half  of  the  nineteenth  century. 
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individuals  had  insufficient  capital  to  undertake  many  necessary  internal 
improvements.  Therefore,  much  of  the  capital  was  raised  by  local,  state, 
and  national  governments.  Such  socialized  investment  promoted  westward 
expansion  and  economic  activity  (see,  for  example,  Hartz  1968). 

The  costs  of  such  basic  infrastructure  are  usually  borne  by  the  taxpayers 
of  the  political  jurisdication  within  which  the  firm  operates.  The  costs  are 
socialized  across  the  entire  community  to  benefit  the  firm  directly.  Such 
“inputs,”  as  Youngson  (1967)  calls  them,  are  relatively  costless  to  the 
firm.  By  employing  individuals,  the  firm  then  contributes  to  the  tax  base  of 
the  community.  In  one  sense,  then,  both  residents  (through  an  expanded 
tax  base)  and  firms  (through  reduced  costs)  benefit,  although  the  costs  are 
disproportionately  shouldered  by  the  individual  taxpayers. 

Hence,  the  infrastructural  or  eoc  activities  of  cities  can  be  thought  of  as 
serving  several  interrelated  roles.  Traditionally  discussed  as  a  foundation 
for  economic  growth  by  developmentalists,  eoc  activities  also  contribute  to 
capital  formation  and  can  stimulate  individual  firms  or  broader  regional  eco¬ 
nomic  growth.  On  the  other  hand,  inadequately  provided  eoc  activities  may 
have  the  opposite  effect,  and  may  retard  economic  activity.  Much  of  the  cur¬ 
rent  discussion  about  the  future  of  cities’  capital  stock  indicates  that  this  neg¬ 
ative  effect  does  occur.  For  example,  U.S.  Steel  has  claimed  that  it  costs 
approximately  $5  million  per  year  in  additional  transportation  costs  because 
of  a  weight  restriction  on  a  poorly  maintained  bridge  in  the  Pittsburgh  area 
(Moore  and  Pagano  1982b).  Had  the  bridge  been  maintained  at  appropriate 
levels  the  extra  costs  of  doing  business  at  that  particular  location  would  not 
occur.  When  the  capital  stock  of  cities  does  not  perform  at  adequate  levels,  it 
may  not  have  the  developmental  qualities  that  it  was  thought  to  possess. 
Thus,  George  Peterson's  comment  that  the  inherited  capital  stock  of  older 
cities  gives  them  an  advantage  in  competing  for  economic  activity  has  a 
double  thrust.  Such  a  capital  stock  may  serve  not  only  as  a  determinant  of 
industrial  location,  but  also  as  a  foundation  for  economic  activity.  George 
Peterson’s  concerns  about  maintenance  practices  and  appropriate  investment 
levels  square  with  our  understanding  of  the  role  of  eoc:  unless  provided  in 
adequate  quantity  and  maintained  at  appropriate  levels,  infrastructure  cannot 
necessarily  be  considered  a  developmental  advantage  for  cities.  It  becomes 
developmental  to  the  extent  that  it  is  functional  in  providing  a  base  for  eco¬ 
nomic  growth  and  in  reducing  costs  of  directly  productive  activity.  All  of 
these  roles,  however,  have  at  their  root  the  theoretical  capability  of  promoting 
economic  activity;  that  is.  they  all  serve  developmental  policy  purposes. 


The  Growing  Alarm:  America  in  Ruins 

It  is  not  simply  from  the  perspective  of  developmental  economics  that 
concern  over  the  condition  of  America’s  capital  stock  has  arisen.  More 
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popular  attention  has  focused  simply  on  the  issue  of  physical  decay.  During 
the  1970s,  particularly  after  1974,  there  began  to  be  a  general  concern 
about  urban  fiscal  stress.  In  the  past  several  years,  there  has  been  a  barrage 
of  literature  focusing  this  concern  on  the  issue  of  decaying  urban  America 
(Newsweek  1982).  A  mere  perusal  of  the  titles  of  some  recent  literature, 
from  popular  magazine  articles  to  congressional  reports,  indicates  that  the 
era  of  pothole  politics  is  upon  us.  Several  examples  will  suffice:  “Our 
Bridges  are  Falling  Down”  ( Parade ,  7  January  1979);  “To  Rebuild 
America:  $2,500,000,000,000  Job”  (U.S.  News  and  World  Report  1982); 
Deteriorating  Infrastructure  in  Urban  and  Rural  Areas  (U.S.  Congress, 
Joint  Economic  Committee  1979);  America  in  Ruins:  Beyond  the  Public 
Works  Pork  Barrel  (Choate  and  Walter  1981);  “Infrastructure:  A  Nation¬ 
wide  Need  to  Build  and  Repair”  (Business  Week,  26  October  1981);  The 
Future  of  America  s  Capital  Plant  (George  Peterson  1980-82).  More 
recent  publications  include  Hanson  1984;  National  Journal  1982; 
Congressional  Quarterly  Weekly  Report  1982;  National  Infrastructure 
Advisory  Committee  1984. 

The  rising  level  of  public  consciousness  has  been  promoted  by  the  real¬ 
ization  that  the  real  level  of  capital  investment  at  all  levels  of  government 
has  been  declining  for  most  of  the  past  fifteen  years,  and  that,  as  a 
consequence,  the  net  value  of  federal  public  works  actually  has  declined 
constantly  throughout  the  same  period.  Congressional  recognition  of  the 
possibility  of  net  disinvestment  was  evident  as  early  as  1977  when  Paul 
McCracken  testified  to  the  Senate  Committee  on  the  Budget:  “Public  con¬ 
struction  was,  in  1976,  about  13  percent  lower  than  in  1971,  in  an  econ¬ 
omy  whose  real  output  was  14  percent  larger.  There  is,  in  short,  needed 
work  to  be  done,  and  public  construction  has  been  lagging.  U.S.  spending 
on  public  construction  is  phenomenally  low.  In  real  terms  it  has  fallen  very, 
very  sharply  over  the  past  several  years”  (1977,  45).  Congressional  con¬ 
cern  led  to  several  major  studies  in  the  late  1970s.  These  were  carried  out 
under  the  auspices  of  a  number  of  executive  departments,  including  the 
Department  of  Housing  and  Urban  Development  (hud),  the  Department 
of  Commerce,  and  the  Economic  Development  Administration  (eda). 
The  concern,  as  one  study  suggests,  is  that  “America’s  public  facilities 
are  wearing  out  faster  than  they  are  being  replaced  (Choate  and  Walter 

1981,  1). 

The  consequences  of  this  net  disinvestment  is  not  evidenced  solely  in  the 
absence  of  high  levels  of  investment  in  new  construction,  although  that  in 
itself  is  quite  serious.  But  perhaps  more  important,  net  disinvestment  is 
manifest  in  the  deterioration  of  already  existing  public  capital  stock.  At  the 
national  level,  the  degree  of  deterioration  is  difficult  to  estimate  because 
there  is  no  comprehensive  national  inventory  of  existing  public  infrastruc¬ 
ture.  The  need  for  such  an  inventory  is  one  of  the  rationales  for  calls  for  a 
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Table  1 . 1  U.S.  infrastructure  projection,  1983  to  2000  (billions  of  1982  dollars). 


Component 

Needs 

Revenues 

Shortfall 

Highways  and  Bridges 

$  720 

$455 

$265 

Other  Transportation 

178 

90 

88 

Water 

96 

55 

41 

Sewer 

163 

1 14 

49 

Total 

$1 157 

$714 

$443 

Source:  National  Infrastructure  Advisor)'  Committee  (1984,  5). 


national  capital  budget.  Instead,  we  have  important,  but  crude,  “guess¬ 
timates”  based  on  the  intensive  research  of  several  studies.  One  set  of 
studies  conducted  by  the  National  Infrastructure  Advisory  Committee  pro¬ 
vides  us  with  a  rough  estimate  of  national  capital  needs  compared  to 
expected  revenues  for  the  remainder  of  the  century.  As  can  be  seen  in  table 
i .  i ,  there  is  an  estimated  shortfall  of  more  than  $400  billion.  According  to 
another  conservative  estimate  of  maintenance,  rehabilitation,  replacement, 
and  some  minimal  upgrading  of  capacity  in  existing  structures  in  four 
major  categories,  the  federal  government  has  an  investment  backlog  of 
needs  of  some  $500  billion  currently  (George  Peterson  1984).  Still  others 
put  the  estimate  as  high  as  $3  trillion  over  the  next  several  years  (Congres¬ 
sional  Quarterly  Weekly  Report  1982).  No  matter  how  great  the  shortfall, 
it  is  clear  that  investment  needs  are  much  higher  than  current  funding 
levels.  More  important,  as  decisions  to  make  these  investments  are  delayed, 
the  investment  costs  of  achieving  even  what  is  currently  needed  will 
increase,  and  of  course  any  future  maintenance  needs  will  add  to  the 
already  burgeoning  inventory  of  need  (Choate  and  Walter  1981, 40-44). 

But  net  disinvestment  on  the  national  level  is  not  the  only  problem. 
Equally  important  is  state  and  local  net  disinvestment  over  the  past  fifteen 
years.  “Deterioration  of  public  facilities  is  the  result  of  a  dramatic  cutback 
in  capital  spending  by  states  and  localities  —  both  on  new  projects  and  on 
repair  and  maintenance  of  aging  facilities”  (Morgan  Guaranty  Trust,  July 
1982,  11).  For  example,  it  is  estimated  that  the  New  York  urban  region 
would  need  to  invest  $8.6  billion  (1980  dollars)  each  year  throughout  the 
1980s  to  catch  up  to  needs.  This  sum,  estimated  on  the  basis  of  capital 
investment  programs  and  budgets  of  the  various  regional  jurisdictions, 
amounts  to  more  than  three  times  current  expenditure  levels  (Regional  Plan 
Association  1982,  43-47).  A  recently  completed  study  of  New  Jersey’s 
infrastructural  needs  concluded  that  $15.1  billion  would  have  to  be  spent 
between  1983  and  1987  on  transportation,  water  supply,  and  wastewater 
disposal  to  meet  the  state's  capital  needs  (Lake  1983).  In  testimony  on  the 
region’s  infrastructural  needs,  the  executive  director  of  the  Port  Authority 
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of  New  York  and  New  Jersey  estimated  that  the  collective  capital  needs  of 
the  seventeen-county  New  York- New  Jersey  region  over  the  decade  of  the 
1980s  would  be  $40  billion.  Specifically,  he  noted  that  “capital  reinvest¬ 
ment  in  the  major  cities  of  northern  New  Jersey  was  virtually  non-existent” 
(Goldmark  1982).  Thus,  not  only  the  national  government  but  also  govern¬ 
ment  at  the  subnational  levels  have  not  provided  adequate  funding  for 
current  and  future  capital  needs. 

Another  reason  for  the  rising  level  of  public  concern  for  the  condition  of 
public  capital  stock  has  been  the  occurrence  of  serious  breakdowns  and  the 
increasing  number  of  reports  of  the  inefficient  usage  (and  increased  costs  of 
repair)  in  specific  major  public  facilities  as  a  function  of  deferred 
maintenance.  Information  of  this  sort  tends  to  be  anecdotal  rather  than 
systematic,  but  it  is  alarming  nevertheless.  Examples  include:  the  collapse 
of  the  Silver  Bridge  in  West  Virginia  in  1968,  leading  to  the  creation  of  the 
National  Bridge  Inspection  Program;  the  potential  disaster  of  the  weakened 
and  near-collapse  condition  of  New  York  City’s  Queensboro  Bridge,  which 
fortunately  was  discovered  in  time  for  “band-aid”  repairs;  the  appearance 
of  a  dangerous  crack  in  the  Manhattan  Bridge,  which  carries  vehicles  and 
subway  trains  between  Manhattan  and  Brooklyn,  as  a  result  of  acid  corro¬ 
sion  of  the  steel  due  to  long-neglected  clogged  drains  in  the  runoff  system 
of  the  bridge;  a  rupture  in  Jersey  City’s  major  aqueduct,  which  left  the  city 
and  surrounding  user  communities  without  drinking  water  for  six  days  in 
the  summer  of  1982;  estimates  that  the  city  of  Chicago  had  one  million 
potholes  at  the  end  of  the  winter  of  1981-82,  and  that  New  York  paid  $20 
million  in  negligence  claims  due  to  unrepaired  potholes  in  1980;  the  burst¬ 
ing  of  an  eighty-year-old  earthen  dam  in  Colorado  that  resulted  in  a  wall  of 
water  flooding  the  town  of  Estes  Park  in  the  summer  of  1982.  Although 
these  examples  are  more  dramatic  and  more  critical  than  the  normal  prob¬ 
lems  of  poorly  maintained  facilities,  they  are  not  isolated.  Neither  is  the 
problem  of  deteriorating  facilities  exclusively  a  problem  of  older  northeast¬ 
ern  cities,  although  age  compounds  the  problem  of  maintenance. 

A  third  reason  for  raised  consciousness  has  been  a  visible  change  in  the 
decision  agenda  in  a  number  of  cities  to  include  what  ordinarily  is  a  very 
low  political  priority.  Traditionally,  only  new  public  capital  investment  has 
offered  political  leaders  opportunities  for  high  visibility;  maintenance  and 
repair  activities  have  received  little  attention  or  support.  As  one  recent 
popular  journal  reported:  “Have  you  ever  seen  a  politician  presiding  over  a 
ribbon  cutting  for  an  older  sewer  line  that  was  repaired?”  ( Newsweek ,  2 
August  1982,  13).  However,  recent  actions  by  a  number  of  local  political 
leaders  and  civic-action  groups  in  cities  such  as  Chicago,  Pittsburgh,  and 
New  York  have  altered  political  perceptions  of  the  problem.  Mayors  Byrne, 
Caliguiri,  and  Koch  have  all  declared  the  urgency  of  devoting  resources  to 
repair.  Maintenance  has  become  an  item  in  many  local  political  agenda.  In 
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many  of  the  cities,  long-term  neglect  and  deferral  have  raised  political 
awareness  of  the  importance  of  the  issue.  For  example.  Mayor  Richard 
Caliguiri  of  Pittsburgh,  after  assuming  the  position  of  temporary  mayor 
when  Pete  Flaherty  resigned  in  the  spring  of  1977,  bolstered  his  political 
support  for  the  November  elections  by  resurfacing  almost  100  miles  of  the 
city's  900  miles  of  streets.  He  won  the  election  without  the  endorsement  of 
either  political  party  by  capitalizing  on  the  fact  that  Flaherty’s  “austere” 
budget  of  the  past  six-year  term  had  resulted  in  undermaintenance  of  the 
infrastructure.  New  York  City,  faced  with  large  liability  claims  for  vehicular 
damage  due  to  neglected  roadways,  passed  a  pothole  “prior  notice”  law 
that  exempted  the  city  from  negligence  claims  in  accidents  unless  the  street 
defect  had  been  reported  fifteen  days  earlier.  In  response,  a  citizen’s  com¬ 
mittee  was  formed — the  Big  Apple  Pothole  and  Sidewalk  Protection 
Corporation — to  document  and  report  street-repair  needs. 

Finally,  the  issue  of  public  infrastructure  needs  and  costs  has  found  its 
way  into  national  politics.  Under  the  Carter  administration,  recognition 
came  in  the  form  of  recommendations  in  the  National  Urban  Policy  Report 
of  1978  that  cities  be  required  to  upgrade  and  renovate  their  deteriorating 
infrastructures  as  a  condition  for  receipt  of  certain  forms  of  federal  aid 
(U.S.  President  1978).  The  infrastructure  problem  was  mentioned  again  in 
the  President’s  Commission  for  a  National  Agenda  for  the  Eighties  report. 
Urban  America  in  The  Eighties  (1980).  More  recently,  there  has  been 
clamor  in  the  face  of  both  proposed  and  real  budget  cuts  of  the  Reagan 
administration  in  areas  of  critical  importance  to  maintenance  activities. 
Cuts  in  Community  Development  Block  Grants  (cdbg)  and  concern  over 
the  future  of  general  revenue  sharing  (grs)  funds  are  two  examples  of  areas 
where  maintenance  and  other  operating  revenues  of  local  governments  have 
been  threatened. 

The  problem  has  been  intensified  by  the  impact  of  a  plethora  of  monetary 
policy  innovations  at  the  national  level  that  have  led  to  increased  competition 
among  local  borrowers  and  decreased  incentives  among  lenders  in  the  finan¬ 
cial  markets  most  utilized  for  resources  for  public  capital  investment  (i.e. ,  the 
tax-exempt  municipal  bond  market).  New  programs  such  as  All-Saver  Cer¬ 
tificates,  individual  tax  credits,  and  rapid-depreciation  allowances  can  trigger 
dramatic  changes  in  the  flow  of  investment  funds.  Even  current  programs 
of  infrastructural  investment  and  maintenance,  particularly  those  in  central 
cities  already  faced  with  critical  problems  of  public  capital  stock  and  finan¬ 
cial  constraints,  may  be  adversely  affected  in  the  years  to  come. 


The  Measurement  of  Physical  Condition 

Much  of  the  recent  alarm  over  the  condition  of  the  nation's  public  capital 
stock  and  estimates  of  needs  presupposes  a  relationship  between  perfor- 
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mance  and  condition.  However,  there  exist  few  systematic  methods  of 
assessing  infrastructural  condition  as  related  to  capital  needs.  Recognizing 
the  lack  of  general  rules  for  assessing  maintenance  and  replacement  cycles, 
George  Peterson  (1976)  developed  five  indicators  of  condition  which, 
when  taken  together,  provide  some  insight  into  the  question  of  performance. 
Peterson's  definition  of  condition  does  not  include  that  dimension  of  perfor¬ 
mance  that  relates  to  the  quantity  or  amount  provided,  but  it  does  address 
the  adequacy  problem  (for  further  analysis  of  condition  and  performance 
indicators,  see  consad  1980;  Huckins  and  Tolley  1981).  Peterson’s  five 
indicators  include:  (1)  direct  observation;  (2)  maintenance  and  replacement 
cycles;  (3)  amount  of  capital  investment  needed  to  improve  capital  stock  to 
adequate  standards;  (4)  monetary  losses  due  to  public  stock  condition;  (5) 
data  on  annual  capital  and  maintenance  expenditures. 

The  first  of  these,  direct  observation,  is  what  most  commentators  and 
journalists  note.  Bridges  are  falling  down!  Expressway  collapses!  Water 
main  bursts!  Sewer  and  water  systems  leak  underground!  Observational 
techniques  vary  among  infrastructural  categories.  The  second  indicator, 
maintenance  and  replacement  cycles,  depends  on  the  explicit  acknowledg¬ 
ment  that  capital  stock  wears  out,  as  Huckins  and  Tolley  (1981)  suggest. 
To  measure  this,  Peterson  calls  for  collection  of  data  on  the  miles  of  water 
pipe  replaced  each  year,  miles  of  street  resurfaced,  number  of  new  mass- 
transit  vehicles  purchased  and  retired,  tons  of  asphalt  mix  used  for  pothole 
filling,  etc.  Investment  needs,  the  third  indicator,  provides  estimates  of 
how  much  must  be  spent  to  upgrade  existing  infrastructure,  and  how  much 
will  be  required  for  new  capital  facilities.  This  indicator  begs  the  question 
of  whether  these  expenditures  are  really  “needs”  or  merely  “wish  lists.” 
The  fourth  indicator,  private  sector  losses,  is  a  measure  of  the  direct  impact 
of  the  damage  that  poor-quality  capital  stock  can  inflict  on  the  users  of  the 
infrastructure.  Factors  such  as  waiting  time  due  to  public-transit  breakdown, 
wear  and  tear  on  private  automobiles  from  poor  road  and  bridge  conditions, 
street  and  basement  flooding  due  to  drainage  back-ups,  might  be  included. 
The  final  indicator  is  data  on  annual  capital  and  maintenance  expenditure. 
The  financial  arrangements,  or  the  revenue  sources  available  to  local  govern¬ 
ments,  should  be  examined  in  light  of  their  appropriateness  and  responsive¬ 
ness  to  a  city’s  infrastructural  needs.  For  example,  what  are  the  costs  of 
maintaining  particular  structures  and  how  have  they  changed  over  time? 
These  five  indicators,  when  taken  together,  could  present  a  partly  accurate 
picture  of  the  public  capital  stock’s  condition,  but  there  is  a  serious  problem 
of  how  to  collect  data  on  these  dimensions.  Indeed,  one  of  the  most 
profound  data  problems  in  urban  policy  is  the  paucity  of  any  good-quality 
information  on  direct  expenditures  for  the  infrastructure,  on  investment 
needs  and  replacement  cycles,  and  on  most  every  other  aspect  of  infrastruc¬ 
ture  research. 
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But  if  infrastructure  performance  is  to  be  understood  and  evaluated  in  the 
broader  context  of  revenue  constraints,  federal  program  impacts,  and  com¬ 
peting  needs,  then  accurate,  comprehensive  data  are  essential.  Let’s  exam¬ 
ine  the  data  requirements.  First,  for  direct  observation  to  be  valid,  more 
data  are  required  than  newspaper  stories  on  spectacular  breakdowns  provide. 
Direct  observation  should  be  an  ongoing,  continuous  documentation  effort 
on  the  part  of  those  who  know  what  to  look  for,  e.g.,  civil  engineers. 
Compiling  data  from  preventive  maintenance  programs  might  be  one  way 
of  standardizing  the  data.  Unfortunately,  urban  data  on  preventive  mainte¬ 
nance  practices  are  not  uniform,  most  likely  because  no  uniform  standards 
exist.  Furthermore,  because  observation  is  not  a  reporting  requirement  for 
higher  levels  of  government  or  for  bond-rating  agencies,  data  have  not  been 
collected  in  any  standardized  format  at  the  state  or  federal  level.  Neither  do 
such  data  appear  in  bond  prospectuses  published  to  generate  the  needed 
funds  for  particular  capital  projects.4 

In  the  present  study  an  attempt  was  made  first  to  evaluate  the  condition 
of  four  categories  of  infrastructure  in  the  nine  cities  from  the  perspective  of 
“direct  observation.”  The  condition  rating  provided  in  table  1.2  should  not 
be  thought  of  as  an  absolute  judgment.  The  rating  for  each  functional  area 
was  based  on  the  evaluation  of  various  documents,  information,  and  inter¬ 
views  in  each  city.  It  is  our  belief  that  the  ratings  are  at  least  comparative  in 
that  a  fair  rating  for  one  city  is  similar  to  a  fair  rating  for  another.  Absolute 
and  generally  recognized  measures  are  lacking,  and  formulas  to  determine 
a  quantitative  condition  assessment  do  not  exist.  Nevertheless  we  hope  that 
our  careful  use  and  examination  of  city  information  provide  generally 
accurate  estimated  condition  ratings. 

Several  comments  on  the  condition  of  infrastructure,  as  determined 
through  direct  observation  in  our  sample  cities,  are  noteworthy.  First,  the 
condition  of  infrastructure  for  the  two  cities  that  are  in  good  fiscal  condition 
(see  chapter  2),  Dallas  and  Des  Moines,  ranks  in  th e  fair-good  or  better 
range  for  all  four  functional  categories.  Those  cities  that  we  identify  (again 
in  chapter  2)  as  fiscally  stressed  generally,  especially  Baltimore,  Hartford, 
Newark,  and  St.  Louis,  appear  to  have  poorly  maintained  capital  stock. 
However,  there  are  clear  exceptions.  Note  that  the  water  systems  for  all 
cities  are  rated  at  least  fair,  and  that  the  sewer  systems  of  most  cities  are  in 
fair  condition  or  better.  We  will  argue  in  subsequent  chapters  that  these 
condition  ratings  and  their  relationship  to  fiscal  stress,  functional  category, 
and  method  of  financing  are  important  considerations.  Also  relevant  in 
table  1.2  is  the  rather  mixed  picture  of  the  condition  of  street  and  bridge 
systems,  irrespective  of  the  fiscal  conditions  of  the  city.  Again,  in  subse¬ 
quent  chapters,  we  argue  that  something  more  than  simple  fiscal  stress  is 
needed  to  explain  the  relatively  poor  performance  in  these  categories. 

The  second  indicator  of  infrastructure  condition  —  maintenance  and 
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Table  1 .2  Direct  observation  of  condition  for  each  functional  area  by  city. 


Water  System 

Sewer  System 

Streets 

Bridges 

Poor  and  Deteriorating 
Rapidly 

N,P 

Poor 

N  (collection) 

Poor- Fair,  but 
worsening 

NO,  H 

H 

Poor- Fair 

N  (treatment) 
SL 

B,  N,  P,  SL 

B,  NO,  SL 

Poor- Fair,  but 
improving 

Fair,  but  worsening 

Fair 

Fair,  but  improving 

N  (City) 

SL 

P  (collection) 

S 

S 

Fair-Good 

B,  NO,  S 

N  (regional) 

B,  S  (collection) 

D 

Good 

D,  H,  P 

D,  H,  DM,  NO 
S  (treatment) 

DM 

D 

Good -Very  Good 

P  (treatment) 

Very  Good 

DM 

DM 

Note:  B  =  Baltimore;  D  = 

Dallas;  DM  = 

Des  Moines;  H  =  Hartford;  NO  = 

New  Orleans; 

N  =  Newark;  P  =  Pittsburgh;  SL  =  St.  Louis;  and  S  =  Seattle. 

Source:  consad  (1980,  11.13). 

replacement  cycles  for  infrastructural  activities — is  usually  not  even  reported 
at  the  local  government  level  and  is  certainly  not  aggregated  by  state  or 
required  by  higher  level  governments.  The  primary  problem  is  that  not 
enough  is  known  about  appropriate  replacement  cycles  nor  about  the  rate  at 
which  facilities  wear  out.  A  policy  implication  could  easily  be  that  cities 
should  replace  facilities  after  they  wear  out.  How  long  that  might  be  is 
anybody’s  guess.  Standards  either  do  not  exist,  or  fail  to  dictate  policy  even 
when  there  is  some  modicum  of  agreement.  Peterson  (1976,  63)  suggests 
that  streets  should  be  repaved  on  a  ten-  to  twenty- five-year  basis.  However, 
that  may  be  an  inadequate  standard  upon  which  to  develop  a  capital  replace¬ 
ment  program.  One  report,  based  on  a  compilation  of  information  from 
engineering  sources,  suggests  that  age,  paving  materials,  usage,  weather 
conditions,  soil  characteristics,  and  maintenance  practices  affect  the  condi¬ 
tion  of  streets  and,  hence,  appropriate  replacement  cycles  (consad  1980, 
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vol.  IV).  Although  common  sense  might  suggest  that  a  street  repaved  every 
year — one-year  replacement  cycle  —  would  be  in  excellent  condition,  it 
can  hardly  be  concluded  that  cities  should  undertake  such  programs.  Realis¬ 
tic  recommendations  for  replacement  cycles,  based  on  scientific  criteria 
and  algorithms  that  take  into  account  the  variables  mentioned  above,  have 
not  reached  a  level  of  acceptable  accuracy.  Although  data  on  replacement 
cycles  should  be  collected  for  comparisons  among  cities,  such  data  cannot 
be  viewed  as  a  standard  measure  of  performance  for  all  cities’  infrastructures. 
Furthermore,  for  the  most  part,  replacement  cycles  are  not  published,  and 
must  be  reconstructed  from  city  documents. 

For  the  nine  cities  in  our  study,  an  attempt  was  made  to  establish  street 
resurfacing  cycles  where  data  were  available  (table  1.3).  Although  the  data 
are  incomplete,  what  is  clear  is  that  there  are  wide  differences  among 
cities,  and  even  in  given  cities  over  time.  In  part,  this  is  because  even  the 
shortening  of  replacement  cycles  has  been  more  a  function  of  addressing  a 
backlog  of  maintenance  needs  than  an  indicator  of  longer-term  trends  or  of 
adequate  maintenance  programs.  New  Orleans,  for  example,  paved  nine¬ 
teen  miles  of  streets  in  1977,  which  would  indicate  a  cycle  of  eighty- four 
years;  however,  based  on  the  average  for  earlier  years,  four  to  five  miles  per 
year,  the  cycles  are  closer  to  three  hundred  years! 

A  third  indicator  of  infrastructure  condition,  public  investment  needs  of 
cities  as  described  by  city  officials,  often  amount  to  nothing  more  than 
“wish  lists.”  Although  some  determination  of  “needs”  is  often  incorpo¬ 
rated  into  capital  improvement  plans,  the  idealized  nature  of  such  wish  lists 
is  clear.  Assuming  no  monetary  constraints,  no  labor  shortages,  no  lack  of 
expertise,  and  assuming  that  the  facility  will  be  used,  how  much  capital  is 
required  to  upgrade  the  infrastructure  to  appropriate  levels?  The  real  prob¬ 
lem  is  how  to  define  appropriate  levels.  In  another  context,  O’Day  and 
Neumann  make  the  point  succinctly  in  addressing  national  infrastruc¬ 
ture  needs: 

Unfortunately,  the  approach  taken  to  defining  needs  in  many  studies  has  been,  and 
continues  to  be,  very  narrow  and  of  limited  usefulness  in  guiding  resource  alloca¬ 
tion  decisions  at  any  level  of  government.  In  a  recent  speech  focusing  on  the 
desirability  of  a  national  capital  budget,  Senator  Tsongas  from  Massachusetts  noted 
that  Congress  has  no  capability  at  all  in  dealing  with  needs  estimates  ranging  from 
hundreds  of  billions  to  tens  of  trillions  of  dollars  for  the  highway  system.  When 
confronted  with  such  ranges,  the  needs  estimates  become  almost  irrelevant 
(1983,  2.1). 

The  fourth  indicator  of  condition  relies  on  probably  the  most  difficult  data 
to  collect:  the  costs  to  the  private  sector  due  to  the  inadequate  condition  of 
the  infrastructure.  No  systematic  effort  to  estimate  such  monetary  losses 
has  been  undertaken  even  by  local  governments. 
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Table  1.3  Street  resurfacing  cycles  in  nine  cities. 


Resurfacing  or 

City 

Miles  Resurfaced  (year) 

Replacement  Cycle 

Baltimore 

25  (1978) 

50  years 

Dallas 

334  (1976-77) 

24  years 

Des  Moines 

22  (1977-78)  (est.) 

27  years  (est.) 

Hartford 

<4(1977-79) 

50- 100  years 

New  Orleans 

19  (1977) 

405  (1970-76) 

84  years 

320  years 

Newark 

13  (1976-78) 

30  years 

Pittsburgh 

100  (1977) 
20(1970-76) 

9  years 

46  years 

St.  Louis 

NA 

— 

Seattle 

86(1976)  (est.) 

<20  years  (est.) 

Source:  Field  data. 


The  last  indicator,  expenditures,  is  probably  the  one  best  understood  by 
urban  policy  analysts  and  public  finance  experts,  and  also  the  one  that  is 
presumed  by  many  to  be  readily  available  and  comparative  across  cities. 
Unfortunately  this  is  true  only  at  a  crude  level.  Annual  maintenance  and 
capital  expenditures  represent  the  city’s  willingness  and  capacity  to  invest 
in  and  maintain  the  infrastructure.  However,  city  expenditure  publications 
by  the  U.S.  Bureau  of  the  Census  have  no  maintenance  item.  Maintenance 
is  part  of  the  city’s  operating  expenditures  and  is  thus  hidden  under  total 
outlays  for  a  particular  function,  e.g.,  sewerage,  highway  transportation, 
water  terminals.  The  total  operating  outlay  figures  include  administrative, 
secretarial,  clerical,  janitorial,  and  minor  equipment  expenditures  (non¬ 
capital),  and  also  outlays  for  the  workers  who  actually  perform  the  mainte¬ 
nance  activity,  and  materials  and  equipment  for  the  activity  (unless  they  are 
of  sufficient  monetary  magnitude  to  be  included  under  capital  outlays).  The 
separation  of  maintenance  from  other  nonmaintenance  operating  expendi¬ 
tures  is  no  mean  task.  Many  cities  do  not  disaggregate  operating  outlays  in 
their  budgets  or  annual  financial  reports.  Such  disaggregation  has  to  be 
reconstructed  from  other  documents. 

But  even  if  cities  do  separate  maintenance  expenditures  as  a  specified 
subcategory  in  their  budgets,  budgets  cannot  be  relied  on  as  statements  of 
actual  outlays.  The  budget  is  a  statement  of  intent,  no  more.  For  example, 
one  major  city  in  our  study  budgeted  over  $500,000  for  street  maintenance 
because  it  expected  that  amount  from  the  state,  based  on  a  program  that 
allocated  gasoline  tax  revenues  to  cities.  During  the  year,  most  of  this 
revenue  was  allocated  to  other  highway  categories  and  departments,  and 
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actual  street  maintenance  outlays  were  only  $100,000.  In  this  study,  we 
attempted  to  collect  only  data  on  actual  expenditures. 

There  is  also  a  need  for  an  analysis  of  public  capital  investment  trends  in 
light  of  financial  constraints  and  changing  sources  of  revenue.  Some  cities 
can  no  longer  borrow  funds  for  capital  programs  because  of  the  high  costs 
of  borrowing;  some  that  receive  federal  aid  must  undertake  certain  projects 
to  be  in  compliance  with  federal  regulations.  Tracing  revenue  sources  and 
the  impact  of  certain  types  of  revenue  on  the  capital  stock  of  cities  would 
provide  insight  into  the  question  of  how  much  infrastructure  is  constructed 
and  in  what  quantity  and  quality.  Unfortunately,  published  documents  do 
not  include  revenue  sources  for  specific  capital  outlays.  Public  capital 
investment  outlays  are  published,  often  by  functional  category,  e.g., 
public  buildings,  water  system,  but  revenue  sources  are  never  specified  for 
those  functions. 

In  sum,  most  of  the  data  that  might  be  useful  in  assessing  the  condition 
and  performance  of  cities’  infrastructure  are  not  available  in  published  form 
or  are,  at  best,  difficult  to  get.  Records  in  some  cities  are  in  usable  (although 
unpublished)  form  and  little  work  is  necessary  to  compile  requisite  data  on 
infrastructural  performance.  Other  cities'  records  require  weeks  and  weeks 
of  hunting  and  digging  to  dredge  up  even  the  most  insignificant  pieces  of 
data,  with  the  result  in  a  few  cases  of  unusable  or  incomplete  data. 
Furthermore,  time-series  data  are  clearly  superior  to  cross-section  data.  If 
an  analyst  were  to  evaluate  outlays  for  New  York  City  in  1981  alone,  he 
might  be  inclined  to  report  that  fiscal  condition,  revenue,  and  spending 
were  fine.  But  in  the  context  of  a  fifteen-  or  twenty-year  period,  a  different 
pattern  emerges.  Therefore,  data  need  to  be  collected  over  time  to  measure 
performance  in  a  longer-term  perspective  than  just  one,  two,  or  even  five 
years.  These  data,  especially  those  that  are  not  even  published  by  the  city, 
are  often  buried  deep  in  the  bowels  of  the  city's  files  and  are  quite  difficult 
to  retrieve.  Because  of  these  data  limitations,  analysis  must  be  confined  to  a 
small  sample  of  the  universe  of  cities.  Hence,  we  use  a  case-study  approach 
to  analyze  the  performance  of  the  infrastructure. 


Data  Collection 

Due  to  time  and  monetary  constraints,  nine  geographically  dispersed 
central  cities  with  varying  degrees  of  fiscal  stress  were  selected  for  in-depth 
study  (for  a  further  description  of  the  selection  process,  see  consad  1980. 
vol.  II).  Although  we  make  no  claim  that  the  sample  of  cities  selected  here 
is  random,  we  believe  they  do  represent  reasonable  variations  in  terms  of  a 
number  of  the  criteria  important  for  this  study:  relative  fiscal  stress,  city 
age  and  implicit  age  of  the  capital  stock,  weather  and  other  conditions  that 
affect  the  infrastructure  and  its  maintenance,  city  size,  and  city  functional 
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responsibility.  A  study  team  of  approximately  four  analysts,  one  of  whom 
was  a  civil  engineer,  visited  each  city  for  an  average  of  sixteen  person-days 
per  city.  The  duration  of  the  visits  was  a  function  of  the  difficulty  in 
tracking  and  recording  the  data.  For  example,  most  cities  knew  how  much 
each  department  was  supposed  to  spend  (budget)  and  how  much  each 
department  spent  (annual  financial  reports),  but  few  cities  had  any  readily 
available  documents  that  detailed  either  actual  capital  expenditures  by  reve¬ 
nue  source,  or  outlays  for  maintenance.  Site  visits  were  undertaken  between 
2  January  and  16  February  1979.  The  cities  were  Baltimore,  Dallas,  Des 
Moines,  Hartford,  Newark,  New  Orleans,  Pittsburgh,  St.  Louis,  and 
Seattle.''  The  results  of  our  analysis  of  these  cities,  we  believe,  will  be 
applicable  to  many  cities  across  the  United  States. 

Because  of  the  difficulty  in  retrieving  the  data,  we  focused  our  data 
collection  efforts  on  ( 1 )  actual  maintenance  and  capital  expenditures  and 
revenue  sources  for  the  1957  to  1977  period,  (2)  records  and  other  informa¬ 
tion  that  might  indicate  the  physical  condition  of  the  infrastructure  (i.e., 
direct  observation),  and  to  a  lesser  degree  on  (3)  replacement  cycles,  to  the 
extent  available.  Data  were  not  collected  systematically  on  investment 
needs,  although  direct  observation  often  indicated  what  was  needed,  nor  on 
private-sector  losses,  an  almost  impossible  datum. 

Following  Holland  (1976),  Hirschman  (1958),  and  Hansen  (1965), 
infrastructure  of  eoc  categories  were  defined,  using  Bureau  of  the  Census 
categories:  highways,  airports,  water,  sewerage,  gas,  electricity,  urban 
renewal,  transit,  sanitation,  parking  facilities,  and  water  transport  (or  their 
equivalents).  Instead  of  collecting  data  on  all  categories — a  virtually  impos¬ 
sible  task — three  categories  or  functional  areas  were  selected:  water 
systems,  sewer  systems  (or  sewerage),  and  streets  and  bridges  (highways). 
These  categories  represent  over  50  percent  of  total  expenditures  of  all  U.S. 
cities  on  infrastructure  between  1974  and  1979.  They  also  represent  over 
45  percent  of  all  capital  outlays  for  U.S.  cities  for  the  same  time  period. 
Over  100  city  officials,  or  approximately  1 1  per  city,  were  interviewed  or 
in  some  way  aided  the  data  collection.  After  the  site  visits  were  completed, 
the  data  were  scrutinized  and  appropriate  city  officials  were  contacted  to 
discuss  any  problems.  Site-visit  reports,  based  on  the  information  collected 
at  each  city,  were  sent  back  to  an  average  of  5  officials  in  each  city  for  their 
comments. 


Summary 

The  past  few  years  have  witnessed  growing  evidence  of  the  deteriorating 
quality  of  public  capital  stock  at  all  levels  of  government.  At  the  same  time, 
there  is  clear  evidence  of  growing  disinvestment  in  the  nation’s  infrastruc¬ 
ture  as  well  as  undermaintenance  of  much  of  the  existing  infrastructure. 
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How  can  we  account  for  the  current  physical  condition  of  and  investment 
trends  in  infrastructure? 

In  this  chapter,  we  have  argued  that  there  is  a  need  to  step  back  from  the 
vague  outcries  of  the  alarmist  popular  literature  and,  at  the  same  time,  from 
the  descriptive  approaches  of  some  of  the  more  serious  attempts  to  document 
the  condition  of  the  nation’s  public  capital  stock.  One  cannot  determine 
what  government  should  do  with  regard  to  financing  physical  infrastructure 
unless  one  first  understands  the  role  that  infrastructure  plays  in  the  economic 
development  process.  In  this  chapter  we  have  examined  the  theoretical  lit¬ 
erature  from  developmental  economics  and  public  finance,  and  we  have 
begun  by  placing  the  financing  of  infrastructure  in  the  broader  context  of 
governmental  responsibilities.  As  we  have  noted,  providing  infrastructure, 
or  economic  overhead  capital  (eoc),  is  one  of  the  major  activities  performed 
by  government,  but  the  financing  of  infrastructure  for  developmental  activi¬ 
ties  is  in  dynamic  tension  with  redistributive  policies  of  governments. 
Decisions  as  to  the  proper  balance  between  developmental  and  redistributive 
policies  change  across  time,  are  contingent  upon  fiscal  resources,  and  may 
vary  across  governmental  levels.  In  addition,  we  note  that  to  suggest  that 
infrastructure  is  in  poor  condition  misses  much  of  the  point.  Not  all  types 
of  public  capital  stock,  not  all  levels  of  government,  and  not  even  all  cities 
are  experiencing  the  impact  of  declining  infrastructure.  In  part,  we  argue, 
it  is  because  the  playing  out  of  this  dynamic  tension  takes  on  different  forms. 

Focusing  on  infrastructural  development  and  finance  in  our  nine  cities, 
the  remaining  three  threads  of  this  volume  attempt  to  explore  this  dynamic 
tension.  First,  we  challenge  the  common  argument  that  the  reason  for 
poorly  maintained  or  insufficient  construction  of  infrastructure  can  be 
explained  in  terms  of  local  fiscal  stress,  and  conclude  that  although  fiscal 
stress  is  an  important  constraint  on  infrastructural  development,  it  has  been 
overplayed  (chapter  2).  Second,  we  challenge  the  common  argument  that 
the  intergovernmental  (federal)  grant  system  is  responsible  for  the  current 
crisis.  We  conclude  that  although  federal  grants  affect  total  outlays  and.  in 
some  cases,  project  selection,  they  do  not  affect  the  commitment  of  local 
resources  to  capital  investment.  Further,  we  develop  a  theory  of  local 
capital  investment  based  upon  incremental  decision  making  and  local  will¬ 
ingness  to  invest  (chapter  3).  We  then  extend  the  theory  to  include  trade¬ 
offs  between  eoc  and  soc  policies  and  place  the  infrastructure  and  develop¬ 
mental  focus  of  the  preceding  chapters  in  the  context  of  current  city 
perceptions  of  economic  growth  (chapter  4).  Finally,  we  argue  that  the 
failure  to  apply  such  a  theory  has  led  to  an  intergovernmental  grant  policy 
and  a  focus  on  fiscal  scarcity  that  have  been  inappropriate  in  light  of  the 
need  for  infrastructure  (chapter  5).  We  conclude  by  examining  the  applica¬ 
tion  of  this  argument  to  recent  federal  policies  for  local  infrastructural 
development,  and  we  find  such  policies  wanting. 


2.  Fiscal  Stress  and  the  Financing  of 
Urban  Infrastructure 


The  quality  of  a  city’s  infrastructure,  the  level  at  which  it  is  maintained,  the 
trade-off  between  providing  infrastructure  and/or  social  services,  and  the 
potential  for  improving  any  of  these  are  all  ultimately  affected  by  one 
factor:  the  relative  scarcity  of  available  resources.  A  principal  focus  of 
many  studies  on  the  infrastructure  is  the  problem  of  low  fiscal  capacity  in 
various  governmental  jurisdictions.  As  George  Peterson  noted:  “If  significant 
underinvestment  has  occurred,  it  in  turn  implies  some  type  of  failure  in  the 
infrastructure  financing  system”  (Peterson  1983,  2).  A  city’s  inability  to 
generate  revenues  will  adversely  affect  the  condition  of  existing  urban 
infrastructure,  its  maintenance,  and  capital  outlays.  Thus,  fiscally  stressed 
cities  are  unlikely  to  be  able  to  perform  their  developmental  functions 
adequately.  This  chapter  will  explore  the  relationship  between  fiscal  stress 
and  infrastructural  expenditures,  and  the  degree  to  which  cities  alter  expen¬ 
diture  decisions  because  of  fiscal  stress. 

As  the  previous  chapter  suggests,  much  has  been  made  of  late  of  the 
federal  government’s  role  in  infrastructural  finance  and  the  “national 
problem”  of  rebuilding  America’s  infrastructure.  Yet  most  public  invest¬ 
ment  in  infrastructure  occurs  at  the  subnational  level;  states  and  local 
governments  are  the  principal  investors  in  public  capital  in  the  United 
States.  Much  of  what  we  associate  with  the  construction  and  upgrading  of 
facilities  is  reflected  in  cities’  capital  budgets;  maintenance  activities  appear 
as  items  in  operating  budgets  or  current  accounts.  Expenditures  can  be 
financed  either  by  tax  or  nontax  revenues,  or  by  incurring  debt.  Even  when 
debt  issuance  is  the  instrument  of  finance,  capital  financing  and  mainte¬ 
nance  financing  are  two  sides  of  the  same  coin:  debt  service  is  financed 
through  current  account  revenues;  the  attractiveness  of  the  purchase  of  debt 
is  affected  by  the  quality  of  existing  revenue-generating  capabilities;  and 
crises  in  the  bond  market  are  usually  felt  in  the  entire  budgetary  process 
(Bradbury  1979).  Thus,  an  examination  of  fiscal  stress  is  an  important 
beginning  point. 
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The  Issue  of  Growing  Scarcity 

Fiscal  stress  in  American  cities  did  not  spring  up  overnight,  nor  did  it 
begin  with  the  New  York  City  near-default  in  1975.  The  allocation  of 
scarce  resources  has  always  been  a  primary  concern  for  every  government, 
and  city  governments  are  no  exception.  Since  the  defaults  of  the  Great 
Depression,  however,  cities  rarely  have  faced  the  possibility  of  simply 
being  unable  to  raise  sufficient  revenues — until,  that  is,  the  mid-1970s. 
This  solvency  was  primarily  because  incomes  and  property  values  (the 
taxation  of  which  provides  major  sources  of  revenue  for  cities)  increased  in 
the  postwar  period,  as  did  state  and  federal  aid  programs  that  helped  to 
ensure  a  revenue  base  for  increasing  the  service  delivery  packages  cities 
offered. 

The  expansion  of  service  delivery  programs  was  inspired  by  the  availabil¬ 
ity  of  funds,  whatever  the  source.  Federal  largesse  in  the  1960s  often 
encouraged  localities  to  spend  out  of  proportion  to  their  own  local  revenue¬ 
raising  capacities.  As  Lineberry  and  Masotti  note: 

The  massive  Federalization  of  urban  programs  .  .  .  meant  that  cities  established 
supermetropolitan  ties  which  reduced  the  pressures  for  metropolitan  solutions.  .  .  . 
Model  cities,  sewer  construction,  library  aid,  law  enforcement  assistance  monies, 
poverty  funds,  and  .  .  .  revenue  sharing — marked  a  new  dependence  of  the  city  on 
a  rich  benefactor.  ...  As  cities  got  more  resources  from  the  Federal  government, 
they  undertook  more  social  services  policies.  Problems  arose,  however,  when  the 
pie  threatened  to  stop  growing  (1976,  10  - 1 1 ). 

One  might  add  that  the  federal  largesse  affected  not  only  the  expansion  of 
social  service  activities,  but  also  involvement  in  infrastructural  activities. 
However,  the  federal  government  was  not  the  only  extralocal  actor  involved 
in  expanding  the  role  of  cities;  states  aided  the  expansion. 

Extraloca!  aid  programs  stepped  in  to  fill  the  void  created  by  a  fiscal 
squeeze  in  local  own-source  funding.  The  fiscal  Catch-22  of  local  own- 
source  receipts  is  that  in  order  to  increase  revenue,  taxes  (principally  prop¬ 
erty  taxes)  must  be  increased,  which  in  turn  invites  residential  abandon¬ 
ment  of  central  cities.  The  1970s  witnessed  a  modest  shift  in  the  revenue 
structure  of  localities  to  more  elastic  forms,  (such  as  sales  and  income 
taxes),  and  away  from  the  overwhelming  reliance  on  property  taxes.  In 
i960,  property  taxes  represented  70  percent  of  total  locally  generated 
receipts;  by  1980  the  proportion  had  dropped  below  60  percent.  However, 
the  property  tax  burden  in  1980  in  per  capita  terms  was  more  than  four 
times  the  burden  of  i960.  Although  the  property  tax  is  less  significant  for 
large  cities  than  for  local  governments  generally,  it  remains  the  dominant 
tax  form.  In  addition,  the  attempted  diversification  can  also  have  adverse 
consequences;  local  governments’  ability  to  service  existing  debt  and  cur¬ 
rent  operating  expenses  is  more  vulnerable  to  economic  slowdowns  when 


Fiscal  Stress  /  23 


larger  proportions  of  tax  receipts  are  tied  to  elastic  tax  forms. 

In  the  face  of  this  own-source  fiscal  squeeze,  the  growth  of  federal  aid  to 
local  governments  (in  the  form  of  grants-in-aid)  over  the  past  twenty-five 
years  has  been  nothing  short  of  startling.  According  to  census  data  reported 
in  Government  Finances  (U.S.  Department  of  Commerce),  direct  federal 
grants-in-aid  to  localities  increased  almost  sixfold  between  1957  and  1967, 
and  eightfold  between  1967  and  1977.  The  magnitude  of  the  increase  in 
the  federal  role  is  more  easily  comprehended  when  one  compares  the 
growth  in  federal  funding  to  the  growth  of  locally  generated  funds.  Table 
2.1  provides  evidence  of  the  trends  in  extralocal  aid  to  all  local  govern¬ 
ments  over  time.  While  all  forms  of  extralocal  aid  increased  substantially 
over  the  period,  the  dramatic  growth  of  federal  aid  to  localities  is  worth 
emphasizing  in  particular.  In  1957,  direct  federal  grants  were  equal  to  only 
2  percent  of  own-source  receipts  for  all  localities;  by  1967,  such  grants  had 
increased  to  5  percent;  and  by  1977,  federal  grants  had  increased  to  16 
percent  and  total  extralocal  (non-intemally  generated)  aid  equalled  75 
percent  of  own-source  receipts.  By  1982,  even  with  substantial  cutbacks  in 
federal  programs,  the  equivalent  percentages  had  declined  to  only  10.6  and 
58.8,  respectively. 

While  local  revenues  became  increasingly  scarce,  the  growing  participa¬ 
tion  of  the  federal  government  allowed  expenditures  to  continue  to  climb 
(Yin  1979).  By  the  late  1970s,  however,  the  rate  of  growth  of  federal 
grants-in-aid  had  slowed.  This  slowdown  is  even  more  dramatic  given  the 
rate  of  inflation  for  the  period.  Gramlich  (1978)  suggests  that  for  all 
localities  General  Revenue  Sharing  (grs)  led  to  a  budgetary  surplus  in  the 
period  after  1973;  however,  for  urban  governments  the  surplus  was  short¬ 
lived  because  the  rate  of  growth  of  federal  aid  failed  to  keep  pace  with 
expenditures.  By  1976,  the  surplus  for  urban  governments  had  disappeared. 
It  was  at  this  point  that  the  issue  of  fiscal  stress  and  scarce  resources  at  the 
local  level  became  an  issue  on  the  national  agenda. 


Defining  and  Measuring  Fiscal  Stress 

In  the  most  basic  sense,  fiscal  stress  refers  to  the  inability  of  a  govern¬ 
ment  to  balance  its  budget.  In  this  sense,  it  is  a  budgetary  concept  and  can 
be  measured  by  examining  a  variety  of  budget  characteristics.  In  a  broader 
sense,  fiscal  stress  is  a  structural  phenomenon,  reflecting  shifts  in  the  social 
and  economic  conditions  of  the  city. 

Some  activities,  especially  revenue  raising  and  expenditure  cutting,  lie 
more  readily  within  the  purview  of  local  decision  making  than  others,  but 
the  costs  of  these  activities  may  well  be  different  for  different  jurisdictions. 
Bradbury  notes  that  “any  city  can  avoid  immediate  financial  trouble  by 
keeping  its  tax  rate  high  enough  or  its  locally  controlled  expenditures  low 


24  /  Cities  and  Fiscal  Choices 


Table  2. 1  Outside  aid  to  local  governments,  1957- 1977 
(millions  of  current  dollars). 

State  and  Federal  Aid 
to  Local  Governments 


As  Percentage  of 
Local  General 
Revenue  from 


Year 

Federal 

Other 

Amount 

Own  Sources 

1957 

346 

7.209 

7,554 

43.2 

1958 

3682 

NA 

NA 

— 

1959 

5433 

NA 

NA 

— 

1960 

593 

NA 

NA 

— 

1961 

719 

10,185 

10,904 

43.6 

1962 

750 

10,929 

11,678 

43.8 

1963 

890 

11,799 

12,680 

44.5 

1964 

956 

12,873 

13,829 

45.7 

1965 

1,155 

14,077 

15,232 

46.6 

1966 

1,378 

16,391 

17,768 

50.2 

1967 

1,889 

18,507 

20,395 

53.2 

1968 

1,954 

20.342 

22,295 

54.5 

1969 

2,245 

23,837 

26,082 

56.9 

1970 

2.605 

26,920 

29,525 

57.5 

1971 

3,391 

31,082 

34,473 

60.0 

1972 

4,462 

34,555 

39.018 

60.5 

1973 

7,903 

39,963 

47,866 

67.9 

1974 

10,199 

44,553 

54,752 

71.3 

1975 

10.906 

51,068 

61.974 

73.5 

1976 

13,576 

56,169 

69.746 

74.8 

1977 

16,637 

60,311 

76,948 

75.4 

1.  Federal  grants-in-aid  to  localities  includes  grants-in-aid  to  the  District  of  Columbia. 

2.  Excludes  Alaska  and  Hawaii. 

3.  Excludes  Hawaii. 

Source:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Government  Finances, 
by  year. 


enough.  But  because  of  the  external  “structural’'  factors,  it  may  be  consid¬ 
erably  more  difficult  for  some  cities  to  achieve  a  balance  than  others” 
(1979,  6).  Although  we  are  somewhat  less  sanguine  than  Bradbury  about 
the  possibility  that  “any  city  can”  in  any  but  the  most  theoretical  terms,  the 
thrust  of  the  above  statement  is  correct.  However,  Bradbury’s  last  point  is 
not  negligible;  many  budget-balancing  constraints  are  external  (i.e.,  depen¬ 
dent  upon  national  economic  conditions)  and  structural,  and  thus  are  not 
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subject  to  local  control.  Because  of  this,  we  should  examine  measures  of 
revenue-raising  capacity,  relative  burdens,  and  changes  in  socioeconomic 
conditions  in  dynamic  terms,  and  not  simply  in  terms  of  static  decisions 
that  involve  balancing  the  budget  in  any  given  year. 

Some  scholars  suggest  that  fiscal  stress  is  affected  by  the  degree  of 
intergovernmental  aid  that  a  given  jurisdiction  receives.  One  argument  is 
that  the  enticement  of  matching  programs  inspires  local  governments  to 
spend  more  than  they  otherwise  would  have  (Fainstein  and  Fainstein  1976). 
On  the  other  hand,  if  increased  intergovernmental  aid  results  from  the 
design  of  grants  that  incorporate  “needs”  into  their  formulas,  more  inter¬ 
governmental  aid  must  be  seen  as  a  result  of  fiscal  stress,  and  not  the  other 
way  around. 

The  literature  provides  no  clear  and  agreed-upon  criteria  for  identifying 
fiscal  stress.  This  has  not  been  for  lack  of  trying.  One  author  identifies 
seventy-seven  different  measures  that  have  been  utilized  in  recent  research 
efforts  (Bradbury  1979).  Among  the  approaches  that  have  been  proffered 
are  those  suggesting  that  fiscal  crisis  and  stress  are  the  result  of:  central-city 
flight  and  intrametropolitan  disparities  (Fuchs  1962;  Thompson  1965); 
demands  on  specific  “declining  cities”  to  provide  services  or  to  raise  wages 
at  a  time  when  revenue  bases  have  shrunk  (Meyer  and  Quigley  1977); 
debt-service  requirements  due  to  excessive  borrowing  in  the  past  (Peterson 
1976);  poor  leadership  qualities,  mismanagement,  or  improper  actions  by 
city  officials  (Clark  and  Ferguson  1983;  Gerard  1976);  different  func¬ 
tional  responsibilities  of  cities  (Dye  and  Garcia  1978;  Norton  1979); 
actions  or  inactions  by  the  federal  government  that  affect  local  expenditures 
(Fainstein  and  Fainstein  1976);  regional  imbalances  and  biases  in  the 
distribution  and  content  of  federal  aid  programs  (Perry  and  Watkins  1977; 
Holland  1976;  Sawers  and  Tabb  1984);  and  urban  age,  anachronistic  cities, 
and  the  historical  development  of  capitalism  in  the  United  States  (Perry  and 
Watkins  1977;  Mollenkopf  1983).  Each  perspective  —  implicitly  or 
explicitly — offers  the  reader  a  unique  list  of  recommended  policy  options. 

One  of  the  difficulties  in  using  any  of  these  concepts  of  fiscal  stress  is 
that,  with  few  exceptions,  they  tend  to  gloss  over  the  specific  conditions  of 
individual  cities,  preferring  instead  to  pursue  macro-level  comparisons.1 
Furthermore,  studies  rarely  have  attempted  to  gain  a  longitudinal  perspec¬ 
tive  on  city  fiscal  performance,  and  have  focused  instead  on  describing  the 
current  crisis. 

Each  of  these  approaches  offers  some  validity,  and  each  implies  a  differ¬ 
ent  set  of  analytic  measures.  Measures  of  budget  distress  might  include  such 
variables  as  surpluses  (or  deficits)  in  the  operating  budget  (Gramlich  1978); 
the  availability  of  liquid  assets  relative  to  existing  claims  on  those  assets 
(Touche  Ross  1979);  the  relative  magnitude  and  the  burden  of  outstanding 
debt  (Bahl,  Jump,  and  Schroeder  1978;  Aronson  and  King  1978;  Clark 
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and  Fuchs  1977);  comparative  functional  responsibilities  and  expenditures 
(Dye  and  Garcia  1978);  revenue  reliance  and  diversity  (MacManus  1978); 
tax  burden,  tax  rate,  and  tax  effort  (Advisory  Commission  on  Intergovern¬ 
mental  Relations  |acir]  1971;  MacManus  1978);  and  the  degree  of  reli¬ 
ance  on  intergovernmental  aid  (Ott  et  al.  1975).  Each  of  these  measures,  in 
turn,  can  be  manipulated  in  a  variety  of  ways. 

Different  sets  of  measures  are  suggested  by  a  focus  on  a  locality's  chang¬ 
ing  socioeconomic  environment.  For  example,  the  costs  of  similar  services 
vary  across  jurisdictions  because  of  different  input  and  production  costs. 
Thus,  expenditure  requirements  may  differ,  although  these  may  be  very 
difficult  to  measure  due  to  overlapping  jurisdictions  and  lack  of  effective 
controls.  Some  authors  have  offered  indexes  of  the  relative  tax  and  service 
delivery  burdens  borne  by  central-city  and  surrounding  jurisdictions  as 
devices  for  capturing  changing  intrametropolitan  conditions  (Nathan  and 
Adams  1976;  Nathan  and  Fosset  1979).  Other  measures  that  attempt  to 
capture  an  image  of  the  changing  socioeconomic  circumstances  under  which 
a  jurisdiction  may  be  able  to  alter  either  its  revenue  or  expenditure  patterns 
might  include  such  variables  as  population  characteristics  and  change, 
income,  incidence  of  poverty,  employment  characteristics  and  change,  hous¬ 
ing  starts,  age  of  housing,  and  so  on. 


Measures  Used  for  this  Study 

The  choice  of  variables  in  any  research  endeavor  is  guided  in  part  by  the 
purposes  of  the  research.  We  are  concerned  with  the  relationship  of  fiscal 
condition  and  the  two  principal  functions  of  city  government:  providing  and 
maintaining  infrastructure,  and  providing  certain  social  services.  This  focus 
has  led  to  our  identification  and  examination  of  several  indicators  of  fiscal 
condition  and  stress. 

To  aid  us  in  examining  budgetary  stress  and  constraints  on  the  fiscal 
capacity  of  a  city,  several  measures  are  included  in  this  analysis.  The  most 
important  of  these  is  the  property  tax  rate,  measured  in  terms  of  the  effec¬ 
tive  rather  than  the  nominal  rate.  The  effective  property  tax  rate  is  the  ratio 
of  the  total  tax  bill  to  the  fair  market  value  of  the  property.  We  use  the  mill 
rate  on  fair  market  value  as  our  property  tax  measure.  It  is  important  to  note 
that  the  nominal  rate  can  be  very  misleading  as  a  comparative  measure.  As 
the  U.S.  Bureau  of  the  Census  notes:  “One  cannot  use  the  nominal  prop¬ 
erty  tax  rate  because  the  wide  variation  in  assessment  ratios  across  commu¬ 
nities  implies  that  the  actual  rate  at  which  a  community  taxes  property  is 
not  likely  to  bear  a  systematic  relationship  to  the  nominal  rates.  .  .  .  Effec¬ 
tive  rates  usually  lie  substantially  below  nominal  rates  because  market 
values  which  condition  effective  rates  usually  are  substantially  above 
assessed  value”  (cited  in  MacManus  1978,  10). 
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Property  taxes  comprise  the  largest  single  contribution  to  local 
governments'  own-source  receipts.  Because  most  central  cities  that  experi¬ 
ence  outmigration  cannot  counter  the  resulting  revenue  declines  with  equiv¬ 
alent  service  curtailments,  property  tax  increases  often  become  the  “quick 
fix”  solution  to  the  problem.  But  the  capacity  to  increase  property  tax  rates 
depends  on  the  magnitude  of  the  existing  tax  burden,  on  legal  restrictions 
on  the  tax  rate,  and  also  on  the  political  acceptability  of  a  tax  increase. 
Both  the  property  tax  revolt  and  the  political  inability  to  raise  property 
taxes  in  many  cities  suggest  that  the  property  tax  cannot  necessarily  be 
considered  as  a  safety  valve  to  offset  revenue  shortfalls,  even  when  the 
existing  tax  burden  is  relatively  low. 

The  dimension  of  the  political  acceptability  of  a  tax  increase  parallels  to 
some  extent  the  willingness  of  local  officials  to  expend  for  a  given  package 
of  activities  (chapter  1).  We  tap  the  dimension  here  with  a  measure  of  tax 
burden,  or  as  MacManus  (1978,  10-  1 1 )  notes,  a  "relative  comparison  of 
the  'bite'  of  taxes  collected  locally  in  relation  to  the  income  of  the  residents 
of  that  city.”  Our  measure  is  calculated  as  a  ratio  between  own-source 
revenues  and  income,  each  measured  in  per  capita  terms  (tax  burden  = 
income  per  capita/ own-source  revenue  per  capita).  Data  for  1970  and 
1975  are  presented  in  table  2.2. 

Several  comments  on  the  data  presented  in  table  2.2  are  warranted. 
First,  the  higher  the  ratio,  the  greater  the  bite  of  taxes,  that  is,  the  greater 
the  tax  burden.  For  both  years  shown,  two  cities  (Newark  and  Hartford) 
experienced  tax  burdens  significantly  higher  than  the  other  seven  cities.  In 
1970,  that  difference  was  as  much  as  three  times  (for  example,  compare 
the  burdens  of  Dallas,  Des  Moines  and  Seattle).  Although  the  relative 
difference  was  lower  in  1975,  it  remained  significant.  It  is  also  worth 
noting  that  Newark  and  Hartford  had  the  highest  burdens  of  tax  in  another 
sense:  the  amount  of  revenue  generated  in  per  capita  terms  was  dramati¬ 
cally  higher  than  in  other  cities.  This  fiscal  burden  was  also  evident  in  a 
number  of  socioeconomic  indicators. 

In  many  ways,  revenue  growth  potential  is  a  function  of  property  taxes, 
and  the  capacity  to  increase  property  tax  rates  is,  in  part,  dependent  on  the 
size  of  the  existing  property  tax  burden,  as  well  as  on  the  relative  reliance 
on  property  taxes  as  a  source  of  own-source  receipts.  However,  property 
tax  increases  are  dependent  not  only  on  the  existing  tax  burden  and  on  legal 
restrictions  on  the  tax  rate,  but  also  on  the  political  acceptance  of  a  tax 
increase.  For  example.  New  Orleans’s  residents  are  unwilling  to  raise  their 
property  tax  rate,  even  though  it  is  among  the  lowest  in  the  nation.  One 
chief  administrative  officer  told  us  that  "in  New  Orleans,  Proposition  13 
always  existed.”  In  1979,  a  property  tax  surcharge  that  circumvented  the 
normal  channel  of  voter  approval  was  challenged  by  the  city’s  residents 
even  though  the  surcharge  was  extremely  low  ($150  per  parcel).  Under 
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Table  2.2  Relative  tax  burdens,  1970-1975. 


City 

1970 

Own-Source 
Revenues  Per  Capita 

Per  Capita  Own-Source 
Revenues  as  a 
Percentage  of 

Income  Per  Capita  Per  Capita  Income 

Baltimore 

$285.3 

$2,876 

9.9% 

Dallas 

159.3 

3,697 

4.3% 

Des  Moines 

142.0 

3,404 

4.2% 

Hartford 

389.8 

3,107 

12.5% 

Newark 

300.8 

2,492 

12.1% 

New  Orleans 

166.5 

2.705 

6.2% 

Pittsburgh 

165.5 

3,071 

5.4% 

Seattle 

180.7 

4,052 

4.5% 

St.  Louis 

218.7 

2,726 

8.0% 

such  conditions,  the  property  tax  cannot  be  considered  a  safety  valve  to 
offset  revenue  shortfalls.  In  New  Orleans,  this  inability  or  unwillingness  to 
raise  property  tax  rates,  together  with  a  high  poverty  rate  (26.8  percent), 
create  a  poor  environment  to  increase  own-source  revenues. 

For  Hartford  and  Newark,  property  taxes  already  have  reached  what 
must  be  considered  an  upper  bound  with  their  tax  rates  of  over  $50  per 
$1000  of  fair  market  value.  Hartford’s  property  tax  revenues  per  capita  in 
1977  exceeded  $500  and  Newark’s  approached  $300.  while  the  average 
for  all  cities  over  25,000  was  only  $1 14  in  that  year  (U.S.  Department  of 
Commerce,  City  Government  Finances  1977).  Hartford's  high  proportion 
of  tax-exempt  land  (because  of  its  status  as  state  capital)  exacerbates  its 
precarious  revenue  position.  Thirty-two  percent  of  Newark's  land  base  is 
tax-exempt  (because  of  religious  and  public  buildings)  and  the  mill  rate  has 
more  than  doubled  since  1973.  High  property  tax  rates  suggest  that  to 
maintain  service  levels,  alternative  revenue  sources  must  be  found. 

Pittsburgh,  Baltimore,  and  St.  Louis  tax  property  at  a  fairly  average  rate 
(approximately  $27  per  $1000  of  fair  market  value),  and  Dallas,  Des 
Moines,  and  Seattle  tax  property  at  a  very  low  rate  (less  than  $15  per 
$1000  of  fair  market  value).  The  volatility  of  the  property  tax  issues, 
however,  especially  in  the  post-Proposition  13  era,  renders  increases  in  the 
tax  rate  difficult  even  in  traditionally  favorable  (i.e. ,  low  tax)  situations. 
Furthermore,  property  taxes,  if  increased  beyond  a  tolerable  threshold, 
may  have  the  adverse  effect  (from  the  central  city’s  perspective)  of  forcing 
outmigration  (Tiebout  1956). 
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1975 

1970-1975 

Own-Source  Revenues 
Per  Capita 

Income  Per  Capita 

Per  Capita  Own- 
Source  Revenues  as  a 
Percentage  of 

Per  Capita  Income 

Relative  Change 
in  Tax  Burden 

$416.3 

$4,330 

9.6% 

-3.0% 

255.9 

5,285 

4.8% 

11.6% 

217.8 

4,975 

4.4% 

4.8% 

528.6 

3,997 

13.2% 

5.6% 

417.0 

3,348 

12.5% 

3.3% 

263.7 

4,029 

6.5% 

4.8% 

162.2 

4,426 

3.7% 

-31.5% 

293.6 

5,800 

5.1% 

13.3% 

344.0 

4,006 

8.6% 

7.5% 

Source:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Government  Finances. 


The  relative  tax  burden2  in  each  of  the  cities  can  be  seen  in  table  2.2 
where  own-source  revenue  receipts  are  compared  to  income  in  per  capita 
terms.  The  resulting  ratios  are  useful  for  comparing  across  cities  and  time. 
First,  there  is  wide  divergence  among  cities.  For  1975,  the  range  of  per 
capita  tax  was  from  a  low  of  $162  (Pittsburgh)  to  a  high  of  $529  (Hartford), 
with  several  cities  (Des  Moines,  Dallas,  Seattle)  in  the  lower  range,  and 
several  cities  (especially  Baltimore  and  Newark)  in  the  higher  range.  The 
final  column  for  1975  data  reveals  that  relative  tax  burdens  continue  to  be 
most  severe  in  Hartford,  Newark,  Baltimore,  and  St.  Louis,  in  spite  of  the 
fact  that  the  cities  relatively  unaffected  by  fiscal  stress  (Dallas  and  Seattle) 
have  increased  their  own  tax  burdens  (see  last  column). 

Fiscal  distress  can  also  be  measured  by  the  degree  to  which  a  city  relies 
on  a  particular  revenue  source.  In  table  2.3,  we  offer  two  measures  of  this: 
the  reliance  on  property  tax  revenues  as  a  proportion  of  own-source  (tax 
and  total)  revenue;  and  the  percentage  of  total  revenue  that  comes  from 
intergovernmental  aid.  Each  of  these  measures  offers  insight  into  the  rela¬ 
tive  dependence  of  localities  on  particular  types  of  revenue. 

The  reliance  on  property  taxes  as  own-source  revenue  is  particularly 
relevant  in  the  post -Proposition  13  era.  The  volatility  of  the  issue  of 
property  taxes  may  offset  the  potential  for  using  the  property  tax  as  a  safety 
valve.  The  importance  of  this  phenomenon  increases  with  the  degree  of 
reliance  on  property  taxes  as  a  proportion  of  own-source  revenue. 

In  the  absence  of  local  ability  to  raise  revenue,  intergovernmental  aid 
becomes  the  means  by  which  service  levels  are  maintained.  Aid  from  state 
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Table  2.3  Measures  of  budgetary  stress. 


(3) 

(4) 

(1) 

(2) 

Property  Tax  as 

Intergovernmental 

Mill  Rate  on 

Ratio  of 

Percentage  of  Own- 

Aid  as  Percentage 

Fair  Market 

Assessed/Fair 

Source  Receipts 

of  Total  Revenues 

City 

Value 

Market  Value 

(a) 

(b) 

(c) 

(d) 

Baltimore 

59.9 

44.3% 

55.0 

44.7% 

7.8% 

58.1% 

Dallas 

10.4 

100.0 

44.6 

35.4 

22.3 

24.5 

Des  Moines 

13.5 

100.0 

60.3 

43.3 

14.7 

27.0 

Hartford 

57.7 

70.0 

90.3 

77.2 

11.6 

49.0 

New  Orleans 

70.0 

10.0* 

21.8 

16.5 

21.8 

32.5 

Newark 

58.8 

100.0 

62.4 

56.6 

11.4 

67.2 

Plttsbur^h  (building) 

55.0 

27.5 

50.0 

40.9 

39.9 

16.0 

23.1 

Seattle 

4.96 

100.0 

22.3 

17.2 

7.2 

28.5 

St.  Louis 

27.4 

100.0 

12.8 

10.6 

17.4 

27.2 

*With  exemptions  of  the  first  $3,000  of  assessed  value  for  homeowners  and  the  first  $5,000  for  veterans. 

(a) .  Excluding  current  charges. 

(b) .  Including  current  charges. 


(c).  Federal  aid  as  a  percentage  of  general  revenues. 


(d).  Intergovernmental  aid  as  a  percentage  of  general  revenues. 

Sources:  For  columns  1  and  2:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  County  and  City 
Data  Book  (1978). 

For  columns  3  and  4:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  City  Government  Finances, 
1982-83. 


and  federal  agencies  offsets  the  decline  of  central-city  revenues.  Many 
federal  programs  that  dispense  money  to  cities  include  a  poverty  or  need 
index,  designed  specifically  to  measure  fiscal  stress.  Anti-Recessionary 
Fiscal  Assistance  (arfa).  Local  Public  Works  (lpw;  both  the  1976  and 
1977  versions).  Urban  Development  Action  Grants  (udag),  and  other 
grant  programs  were  designed  in  part  to  aid  cities  experiencing  difficulty  in 
raising  needed  revenues.  As  a  city  becomes  more  and  more  unable  to  raise 
sufficient  revenues,  it  increasingly  relies  on  federal  aid.  Thus  the  more 
fiscally  stressed  a  city  is,  the  higher  the  reliance  on  federal  aid. 

A  second  set  of  indicators  used  in  this  study  focuses  on  the  broader 
structural  components  of  fiscal  stress.  Population  shifts,  for  example,  can 
adversely  affect  a  city’s  revenue  base.  If  the  population  statistic  shows  a 
decline  in  the  city’s  population  (e.g.,  Seattle’s  decline  of  12.6  percent)  but 
the  city  retains  those  with  a  greater  capacity  to  pay,  (e.g.,  Seattle's  high  per 
capita  income  and  low  poverty  rates),  then  the  negative  consequences  of 
outmigration  on  the  city’s  revenue-generating  capacity  may  be  offset.  On 
the  other  hand,  the  negative  effects  can  be  exacerbated  if  rapid  outmi- 
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gration  leaves  the  city  with  high-need,  low-income  individuals  and  a  high 
poverty  rate  (e.g.,  Newark  and  New  Orleans  in  this  study).  The  measures 
of  income,  population  change,  and  the  poverty  rate  (table  2.4)  provide 
useful  information  on  the  socioeconomic  environment  of  fiscal  stress. 

Also  included  as  indicators  of  structural  fiscal  stress  are  two  measures  of 
the  economic  base  or  growth  of  the  city:  manufacturing  value  added  and 
manufacturing  employment  (both  measured  in  terms  of  change  over  time). 
Gains  in  manufacturing  employment,  considered  to  be  a  high  employment 
multiplier  (North  1955;  Richardson  1969;  Miemyk  1976),  indicate  a 
growing  economic  advantage  for  firms  to  locate  or  expand  in  a  particular 
city.  Miemyk  argues  that  manufacturing  is  “the  most  important  component 
of  an  economy’s  export  base.  This  consideration  results  from  the  high 
income  and  employment  multipliers  associated  with  manufacturing,  an 
outcome  of  the  high  degree  of  interdependence  between  the  manufacturing 
firms  and  the  suppliers  of  their  inputs”  (1976,  24). 

A  number  of  important  observations  can  be  made  with  regard  to  the 
fiscal  condition  of  the  nine  cities  in  this  study  based  on  the  indicators.  First, 
most  central  cities  in  our  study  have  lost  population  over  the  fifteen-year 
period  studied,  1960-75.  The  only  exception  is  Dallas  with  an  increase  of 
19.6  percent,  a  result  in  part  of  its  continuing  capacity  to  annex  surround¬ 
ing  territory.  Dramatic  decreases  are  noted  for  St.  Louis  (31  percent), 
Pittsburgh  (24  percent),  and  Newark  (16  percent).  The  decreases  for  the 
other  central  cities  were  also  substantial.  Population  decreases  are  not 
always  reflective  of  shifts  from  the  central  city  to  fringe  areas;  they  can  also 
be  from  the  metropolitan  area  in  general.  This  was  true  of  several  cities  in 
our  sample  (Newark,  Pittsburgh,  and  St.  Louis),  and  reflects  regional  shifts 
as  much  as  intrametropolitan  shifts. 

Declines  in  manufacturing  employment  and  value  added  in  manufacturing, 
when  coupled  with  declining  population  bases,  forebode  great  difficulty  in 
generating  revenues.  Among  our  sample  cities,  Hartford,  Newark,  St. 
Louis,  and  Seattle  each  lost  more  than  one-fourth  of  their  manufacturing 
employment  between  1958  and  1972.  The  trends  in  most  of  these  cities 
have  not  changed.  The  exception  is  Seattle,  where  economic  success  or 
failure  is  tied  primarily  to  the  aerospace  industry.  Data  for  1976  and  1977 
suggest  that  employment  increased  substantially  in  response  to  demand  for 
new  passenger  jets  (City  of  Seattle  1977,  18,  19).  Thus,  Seattle's  loss  in 
manufacturing  employment  did  not  have  a  lingering  negative  impact.  In 
Baltimore,  New  Orleans,  and  St.  Louis,  losses  of  manufacturing  employ¬ 
ment  were  not  merely  sectoral  shifts.  Between  1970  and  1975,  these  cities 
lost,  respectively,  8,600,  1,400,  and  11,800  service  sector  jobs  as  well 
(Black  1981). 

Dallas,  on  the  other  hand,  was  once  again  the  big  winner  with  a  gain  of 
some  41  percent  in  manufacturing  employment;  Des  Moines  also  made  a 
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Table  2.4  Indicators  of  capacity  to  increase  own-source  revenues. 


City 

(1) 

Percentage  Change  in 
Population 
(1960-1975) 

(2) 

Central-City  Income  as 
Percentage  of  National 

Per  Capita  Income 
(1975) 

Baltimore 

-9.0% 

94.7% 

Dallas 

+  19.6 

115.6 

Des  Moines 

-7.1 

108.8 

Hartford 

-5.1 

87.4 

New  Orleans 

-11.8 

88.1 

Newark 

-16.8 

73.2 

Pittsburgh 

-24.1 

96.8 

St.  Louis 

-31.1 

87.6 

Seattle 

-12.6 

126.8 

modest  gain.  Although  the  implications  of  changes  in  sectoral  employment 
may  not  be  clear  implications  for  total  employment,  it  should  be  under¬ 
stood  that  employment  and  production  shifts  may  occur  within  a  city  rather 
than  necessarily  within  the  regional  or  metropolitan  area  as  a  whole.  For 
example.  New  Orleans,  while  experiencing  a  loss  in  manufacturing  employ¬ 
ment  in  the  city,  has  experienced  a  gain  in  the  suburban  ring  that  more  than 
offsets  central-city  losses. 

Nathan  and  Fossett  (1979)  have  calculated  manufacturing  value  added 
for  a  sample  of  fifty  cities.  The  mean  increase  for  the  period  from  1972  to 
1976  was  38.1  percent.  In  our  sample  of  cities,  only  New  Orleans,  Des 
Moines,  and  Dallas  exceeded  that  average.  Newark  showed  the  smallest 
increases  during  the  period,  with  18.9  percent,  or  less  than  one-half  the 
average. 

The  income  characteristics  of  the  cities  over  time  show  that  by  1975, 
Newark's  income  per  capita  ($3,348)  was  only  three-fourths  of  national 
per  capita  income.  Other  cities  in  our  study  with  income  per  capita  of  less 
than  the  national  average  include  Hartford.  St.  Louis.  New  Orleans, 
Baltimore,  and  Pittsburgh.  Although  regional  variations  in  the  cost  of 
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(3) 

Central-City 
Income  as  Per¬ 
centage  of  SMSA 
Per  Capita  Income 
(1975) 

(4) 

Poverty  Rate 
(1970) 

(5) 

Percentage 
Change  in 
Manufacturing 
Employment 
(1958-1972) 

(6) 

Percentage 
Change  in 

Per  Capita 
Income 
(1960-1975) 

(7) 

Percentage 
Change  in 
Manufacturing 
Value  Added 
(1972-1976) 

86.6% 

19.8% 

-18.9% 

132% 

33.3% 

107.4 

13.4 

+  41.3 

138 

52.2 

98.0 

10.4 

+  5.7 

117 

NA 

75.5 

19.2 

-50.4 

90 

NA 

96.2 

26.8 

-2.1 

132 

42.7 

59.3 

25.6 

-39.8 

87 

18.9 

94.6 

17.4 

-3.9 

129 

25.0 

84.9 

23.7 

-28.6 

122 

37.8 

107.1 

10.9 

-33.0 

130 

37.2 

Sources:  For  columns  1,  2,  3,  5  and  6:  U.S.  Department  of  Commerce,  Bureau  of  the  Census, 
County  and  City  Data  Book  (various  years) 

For  column  4:  Personal  communication  with  Data  Systems  and  Statistics  Division,  Office  of  Man¬ 
agement,  Community  Development  and  Planning,  hud.  These  poverty  rates  are  based  on  1970  cen¬ 
sus  information  and  refined  by  hud  for  purposes  of  distributing  revenue  to  cities  under  grs,  udag, 
and  arfa  programs. 

For  column  7:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Annual  Survey  of  Manufac¬ 
turing  (1975),  table  2. 


living  would  alter  (offset  for  some  and  augment  for  others)  these  disparities, 
the  trends  are  consistent  with  other  indications  of  fiscal  stress.  So,  too,  are 
the  trends  in  relative  intrametropolitan  disparity.  As  Fossett  and  Nathan 
(1983,  67)  note,  “there  was  an  increasing  disparity  in  the  concentration  of 
urban  problems  in  the  1960s.  .  .  “In  some  older  cities  even  the  surburban 
rings  lost  ground  relative  to  the  suburban  rings  of  growing  regions,  which 
further  increased  intrametropolitan  disparity  (Fossett  and  Nathan  1983). 
Newark,  for  example,  showed  central-city  per  capita  income  to  be  only 
59.3  percent  of  metropolitan  per  capita  income  in  1975.  Hartford’s  figure 
was  75.5  percent.  Interestingly,  in  Dallas  and  Seattle,  central-city  per 
capita  income  is  higher  than  in  their  suburbs,  which  reflects  the  dynamism 
of  these  central  cities. 

Finally,  socioeconomic  trends  are  reflected  in  the  growing  numbers  of 
central-city  residents  who  exist  below  the  poverty  line.  In  Newark  and  New 
Orleans,  these  numbers  are  indeed  startling:  in  1970,  more  than  25  percent 
of  all  residents  live  in  poverty  (by  hud’s  definition).  Not  far  behind  was  St. 
Louis  with  a  poverty  rate  of  23.7  percent. 

In  the  face  of  high  property  taxes,  income  disparities,  and  employment 
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declines,  intergovernmental  aid  often  becomes  the  means  by  which  service 
levels  are  maintained.  Table  2.3  shows  that  in  1982  intergovernmental  aid 
was  24.5  percent  of  Dallas’s  total  general  revenues;  on  the  other  hand,  it 
comprised  more  than  40  percent  of  Baltimore's,  Hartford’s,  and  Newark’s. 
In  fact,  Baltimore  and  Newark  received  more  than  half  their  revenues  from 
intergovernmental  aid.  However,  the  figure  for  Baltimore  must  be  viewed 
cautiously,  because  the  city  is  responsible  for  some  activities  that  normally 
are  the  province  of  the  state.  For  example,  Baltimore  is  the  only  city  in  our 
study  that  builds  and  maintains  the  interstate  highway  system  that  passes 
through  it;  this  is  a  state  activity  elsewhere.  Because  of  this,  the  high 
proportion  of  intergovernmental  aid  to  Baltimore  (58  percent  in  1982)  is 
not  necessarily  indicative  of  fiscal  stress  to  the  extent  that  it  is  in  Newark. 
Intergovernmental  aid  to  Newark  in  FY  1982  comprised  over  two  thirds  of 
total  revenues. 

We  do  not  pretend  to  have  a  clear  scale  of  relative  fiscal  stress  for  our 
nine  cities.  There  are  some  clear  ordinal  characteristics  to  our  qualitative 
measures,  but  we  have  consciously  avoided  assigning  fixed  quantitative 
rankings  on  some  single  index  precisely  because  of  the  nuances  of  qualita¬ 
tive  differences  and  our  dissatisfaction  with  many  studies  (e.g.,  Touche 
Ross  1979)  that  have  assigned  ranking  “scores”  based  on  rather  arbitrary 
and  incomplete  indices.  Dallas,  Des  Moines,  and  Seattle  possessed  “good” 
capacities  to  augment  own-source  revenues  compared  with  other  cities 
examined;  Baltimore,  Pittsburgh,  and  St.  Louis  rated  “fair”;  and  Hartford, 
Newark,  and  New  Orleans  fell  in  the  “poor”  category.  Our  discussion  of  the 
relative  fiscal  strains  experienced  in  nine  cities  is  intended  to  highlight  sev¬ 
eral  issues.  First,  stress  is  not  a  universal  phenomenon  for  all  municipalities; 
however,  many  municipalities  are  experiencing  the  effects  of  changing  fiscal 
realities.  Second,  current  manifestations  of  fiscal  stress  have  historical  roots 
in  expanded  service  levels,  changing  socioeconomic  climates,  the  imple¬ 
mentation  of  intergovernmental  programs,  and  the  deeds  and  misdeeds  of 
past  management.  Finally,  and  of  greatest  importance  to  us,  the  fiscal  health 
or  distress  of  cities  can  affect  their  budgetary  choices,  which  in  turn  affect 
the  level  to  which  they  build  and  maintain  the  infrastructure. 

Much  has  been  made  of  late  about  the  prospects  for  urban  revitalization 
(Blair  and  Nachmias  1979;  Rosenthal  1980;  Schill  and  Nathan  1983). 
Unfortunately,  the  evidence  suggests  that  although  particular  cases  of  eco¬ 
nomic  or  residential  revival  may  have  occurred  in  specific  cities  or  specific 
areas  within  cities,  national  trends  in  urban  conditions  for  the  1980s  have 
not  changed  appreciably,  and  in  fact  conditions  generally  have  worsened 
(Fossett  and  Nathan,  1983).  As  one  author  notes,  to  premise  public  policy 
in  declining  cities  on  the  prospect  of  urban  revival  is  at  best  premature,  and 
at  worst  unwarranted  wishful  thinking  that  could  have  negative  conse¬ 
quences  (Bahl  1981,  206-207). 

The  long-term  issues  of  fiscal  distress  are  not  necessarily  limited  to  cities 
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experiencing  such  effects  now.  Weinstein  and  Clark  (1981)  argue  that  it  is 
facile  to  presume  that  a  city’s  present  demographic  and  economic  growth 
necessarily  augurs  well  for  the  future;  growth  can  impose  financial  burdens 
of  its  own.  Although  we  argue  that  there  are  far  greater  disadvantages  and 
potential  negative  consequences  for  presently  declining,  already  fiscally 
stressed  cities,  we  accept  the  possibility  of  a  dismal  future  for  cities  cur¬ 
rently  experiencing  economic  prosperity  and  growth.  In  fact,  as  we  will 
argue  later  in  this  chapter,  fiscal  stress  may  well  have  different  impacts  on 
different  cities.  We  choose,  therefore,  to  examine  the  consequences  of 
fiscal  stress  for  specific  urban  functions. 


Scenario  of  Urban  Options 

How  will  a  city  respond  to  a  gradual  but  appreciable  decline  in  fiscal  capac¬ 
ity?  What  choices  or  decisions  can  be  made  to  deal  with  growing  stress, 
especially  considering  the  many  conflicting  claims  on  resources?  Further, 
how  has  the  public  recognition  of  scarcity  affected  municipal  performance? 

Urban  fiscal  stress  is  deleterious  to  the  long-run  potential  for  cities  to 
generate  economic  growth.  The  city  treasury  becomes  the  battlefield  upon 
which  departments  fight  for  declining  receipts.  Urban  governments  experi¬ 
ence  increasing  pressures  to  be  more  generous  with  their  scarce  resources 
in  caring  for  the  poor  and  indigent;  but  cities  must  also  meet  the  basic 
requirements  of  the  infrastructure  so  that  jobs  and  people  (the  revenue 
base)  will  not  disappear.  These  twin  demands  have  exacerbated  the  fiscal 
tensions  in  many  cities.  The  response  of  urban  governments  toward  the 
latter  type  of  commitment,  i.e.,  eoc  or  developmental  activities,  generally 
has  not  been  satisfactory  for  a  number  of  years,  even  though  the  potential 
for  devastating  impacts  is  known  (G.  Peterson  1976). 

The  fiscal  climate  of  recent  years  has  altered  the  spending  patterns 
of  many  localities  dramatically.  It  is  not  clear,  however,  that  the  fiscal 
crisis  has  had  much  impact  on  lowering  public  expectations.  No  longer 
can  it  be  assumed  that  expenditures  for  specific  services  will  continue  to 
increase  or  even  to  remain  at  historical  levels.  As  Levine  ( 1980)  succinctly 
notes,  officials  are  faced  with  tough  decisions  that  require  innovative 
solutions.  Levine  suggests  that  the  following  questions  will  be  useful  in 
guiding  these  management  decisions:  (1)  What  services  and  benefits 
are  mandated?  (2)  What  activities  can  be  terminated?  (3)  What  addi¬ 
tional  revenues  can  be  raised?  (4)  What  activities  can  be  assigned  to 
other  service  providers?  (5)  How  can  efficiency  be  improved?  (6)  Where 
can  low-cost  or  no-cost  labor  be  used?  (7)  Where  can  capital  invest¬ 
ments  be  substituted  for  labor  expenses?  (8)  Where  can  information¬ 
gathering  methods  be  installed  and  improved?  (9)  Where  can  demand 
be  reduced  and  services  be  rationed?  (10)  What  policies  can  help  strengthen 
the  economic  base  and  promote  economic  development?  ( 1 1 )  What  arrange- 
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ments  can  be  made  to  identify  and  strengthen  the  leadership  of  this  process? 

Faced  with  the  new  reality  of  fiscal  scarcity,  one  possible  response  is  to 
rely  on  the  traditional  revenue-raising  alternative,  raising  taxes.  However, 
political  considerations  and  statutory  proscriptions  do  not  make  this  a  truly 
viable  alternative  for  many  jurisdictions  (Matz  1981).  A  second  option  is 
to  misuse  existing  funds  to  accommodate  gaps  in  the  operating  budget. 
Reallocating  such  fund  sources  as  pension  funds  and  abusing  various  debt 
mechanisms  may  provide  a  temporary  solution  to  short-term  needs.  The 
value  of  such  practices  as  long-run  solutions  to  fiscal  scarcity  is,  however, 
justifiably  suspect  (Clark  and  Ferguson  1983).  Rather,  the  probable  choices 
for  the  future  are  that  “local  governments  will  have  to  significantly  increase 
productivity,  draw  down  available  surpluses,  or  seek  alternative  revenue 
sources”  just  to  maintain  current  expenditure  levels  (Matz  1981,  142). 

In  addition  to  these  revenue-related  alternatives,  there  may  have  to  be 
serious  cutbacks  in  services,  payrolls,  and  functional  purviews.  “Doing 
with  less”  strategies  can  imply  reduced  funding  of  those  programs  and 
services  that  are  perceived  to  be  least  efficient;  or  can  imply  that  funding 
will  be  allocated  only  to  those  programs  and  services  considered  to  be  most 
efficient,  or  at  least  highest  on  a  city’s  priority  list.  Another  strategy, 
clearly  the  main  focus  of  the  Reagan  administration,  is  to  solidify  the 
public/private  interface,  which  will  lead  to  such  practices  as:  privatization 
of  public-sector  services  (e.g.,  contracting  out,  abdicating  traditional 
responsibilities  to  the  private  sector),  udags,  private  leveraging,  urban 
enterprise  zones,  and  charitable  contributions  from  the  private  sector 
(voluntarism)  (Savas  1981).  It  may  also  be  possible  to  generate  revenue 
through  divestiture  of  public  properties  and  lease-back  agreements  (Colman 
1983).  Still  another  approach  is  to  increase  locational  incentives  for  tax 
“ratables”  through  liberal  use  of  industrial  revenue  bonds,  through  tax 
breaks  in  newly  annexed  areas  (similar  to  urban  enterprise  zone  options  in 
eligible  jurisdictions),  or  through  transfer  of  development  rights  on  existing 
underdeveloped  (usually  tax-exempt)  structures  and  space.  Current  legisla¬ 
tion  pending  in  Washington,  however,  may  limit  the  use  of  such  debt 
instruments. 

Two  additional  options  for  coping  with  fiscal  stress  are  likely  in  the 
future.  First,  cities  may  combine  divestiture  of  public  services  with  a 
pay-as-you-go  or  user-charge  approach.  (Colman  1983).  This  approach 
combines  the  privatization  of  development  activity  with  cutbacks  on  service- 
delivery  management  as  an  attempt  to  relate  incidence  to  use  (Savas  1981; 
Miller  1982).  A  final  option  may  be  to  defer  operating  expenditures  such 
as  the  maintenance  of  physical  infrastructure,  and  to  postpone  capital  invest¬ 
ments  on  new  infrastructure  which  will  relieve  the  operating  cost  of  debt 
repayment  (Levine,  Rubin,  and  Wolohojian  1981). 

A  survey  of  100  cities  conducted  by  the  U.S.  Conference  of  Mayors 
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(1982,  4)  highlighted  the  choices  facing  cities,  given  the  realities  of  fiscal 
distress  and  reduced  federal  spending:  “The  fy  82  budget  cuts  have  caused 
an  immediate  budget  adjustment  by  cities.  A  significant  majority  have 
already  made  decisions  to  increase  taxes,  lay  off  workers,  postpone  capital 
spending,  and  reduce  services.” 

Sixty  percent  of  their  sample  had  already  laid  off  workers  and  another 
thirteen  percent  responded  that  they  would  in  the  near  future;  40  percent 
said  that  had  raised  or  soon  would  raise  taxes;  69  percent  stated  they 
already  had  or  soon  would  raise  service  levels;  and  63  percent  had  or  soon 
would  defer  planned  capital  spending  as  a  result  of  federal  cuts  in  the  first 
two  rounds  of  the  Reagan  budget  (U.S.  Conference  of  Mayors  1982, 
4-12).  The  city  of  Cincinnati,  for  example,  has  “adopted  a  policy  of 
‘planned  shrinkage’  of  its  physical  plant  where  possible — even  turning 
down  grants  to  concentrate  its  own  funds  on  maintaining  what  it  has” 
{Newsweek,  2  August  1982,  18). 

Each  of  the  strategies  noted  above  involves  real  costs  or  problems  for 
localities  and  their  residents.  For  example,  the  options  of  increasing  prop¬ 
erty  tax  burdens  or  diversification  involve  both  the  historical  problems 
noted  earlier  and  the  institutional  and  political  problems  of  limitation  poli¬ 
cies  or  their  prospect.  There  is  some  evidence  that  one  factor  motivating 
limitation  policies  is  a  desire  to  shift  tax  burdens  to  the  state  level.  That  this 
outcome  of  limitation  movements  has  occurred  is  evident,  for  example,  in 
New  Jersey,  where  Governor  Kean’s  “lean  look”  was  accompanied  in 
January  1983  by  increases  in  the  state  income  tax  for  some  wage  earners 
(Moore  and  Beer  1984). 

Proponents  of  “planned  shrinkage”  of  services  and  service  delivery 
argue  that  cutbacks  need  not  involve  a  change  in  the  quality  of  service. 
Instead,  constraints  are  likely  to  lead  to  more  productive  and  effective  use 
of  services.  They  argue  that  recent  years  have  seen  a  burgeoning  public 
payroll,  due  not  merely  to  increased  work  loads,  but  also  to  inefficient 
staffing,  inherent  bureaucratic  tendencies  toward  maximizing  budgets, 
monopoly  on  certain  services,  and  public  employee  control  over  implement¬ 
ing  policy  and  making  policy  decisions  (Savas  1981;  Auletta  1975).  Pros¬ 
pects  of  increased  scarcity  have  already  led  to  some  innovative  proposals 
for  money  management.  New  Jersey,  Massachusetts,  and  other  states  have 
tried  to  create  statewide  “infrastructure  banks”  that  would  create  self¬ 
financing  capital  investment  funds,  encourage  the  more  efficient  use  of 
federal  grant  monies,  and  prioritize  projects  statewide.  Important  political 
hurdles  and  the  rigid  nature  of  federal  grant  programs  have  blocked  prog¬ 
ress  in  creating  such  mechanisms,  but  the  need  for  such  efforts  remains 
(Moore  and  Beer  1984). 

However,  not  everyone  agrees  that  increased  management  efficiency  will 
be  sufficient  to  prevent  service  delivery  changes.  As  one  group  of  scholars 


38  /  Cities  and  Fiscal  Choices 


noted,  if  employment  in  public  services  is  reduced,  there  is  a  high  probabil¬ 
ity  that  “the  most  dependent  segments  of  the  population  will  receive  lower 
quantities  and/or  qualities  of  public  services”  (Bahl,  Jump,  and  Schroeder 
1978,  33).  Although  cities  that  reduce  service  levels  generally  improve 
their  fiscal  conditions,  from  an  equity  or  political  perspective  this  may  not 
be  a  desirable  trade-off. 

The  likelihood  of  an  increased  public/private  interface  in  the  financing 
and  developmental  functions  of  city  governments  has  become  a  reality  of 
the  1980s  (Fosler  and  Berger  1982;  Bearse  1982).  Under  President  Carter, 
and  particularly  in  his  1978  National  Urban  Policy  Report  (US.  President 
1978),  a  recognition  of  and  a  direction  to  the  new  partnership  were  evident. 
As  noted  in  a  recent  National  Research  Council  report:  “These  new  atti¬ 
tudes  about  public-private  relationships  suggest  a  different  urban  policy 
strategy  in  which  the  private  sector  plays  a  central  role  and  in  which  public 
policy  is  closely  examined  for  its  impact  on  the  local  business  economy. 
If  public  investment  and  regulation  policy  can  reduce  costs  to  businesses 
and  consumers,  then  public  resources  can  be  husbanded  to  deal  primarily 
with  these  problems  that  cannot  be  addressed  by  the  market  economy” 
(1981,  69). 

Even  if  the  new  leveraging  of  private  investment  does  stimulate  eco¬ 
nomic  development  activity,  it  remains  questionable  whether  social  needs 
will  be  met  and  human  capital  investments  will  be  forthcoming.  However, 
such  issues  as  leveraging,  fiscal  scarcity,  and  prioritization  of  needs  raise 
questions  that  are  of  particular  relevance  to  this  study:  Will  the  quality  of 
physical  infrastructure  be  affected  by  fiscal  choices?  Will  the  push  for 
expenditure  reductions  affect  maintenance  and  capital  expenditures?  In 
addition,  one  might  ask  whether  changing  conditions  in  the  bond  market, 
and  the  desire  to  reduce  debt  burdens  will  contribute  to  declines  in  capital 
investment  (Moore  and  Pagano  1982). 

It  has  been  argued  that  maintenance  is  often  the  first  item  in  the  public 
agenda  to  be  cut  under  conditions  of  stress  (Peterson  1978;  Grossman 
1977;  Kain  1978).  As  the  President's  1978  National  Urban  Policy  Report 
states:  “Failure  to  keep  up  a  city’s  infrastructure  is  often  a  politically  less 
sensitive  action  than  cuts  in  the  workforce”  (U.S.  President  1978,  94). 
Another  common  practice  is  the  deferral  of  spending.  The  prevalence  of 
this  practice  in  the  last  decade  has  led  many  to  predict  a  dismal  future  for 
the  nation’s  capital  stock.  Choate  and  Walter  highlight  the  effect  of  delay  by 
suggesting  that  “Time  is,  indeed,  money.  .  .  .  Financing  delay  has  become 
a  major  levy  on  available  monies  for  public  works.  About  20  percent  ($16 
billion)  of  the  nation’s  annual  public  works  appropriations  are  now  used 
for  such  financing — a  major  and  unnecessary  waste  of  shrinking  pub¬ 
lic  capital”  (1981,  40).  Problems  of  delay  may.  at  times,  be  unavoid¬ 
able,  but  the  consequences  may  be  severe.  Delayed  projects  often  become 
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unaffordable  due  to  inflation  and  the  high  costs  of  borrowing. 

Like  construction  and  investment  delay,  maintenance  deferral  can  be 
prohibitively  more  expensive  in  the  long  run.  During  the  1970s,  repair  and 
maintenance  activities  declined  precipitously,  resulting  in  a  deteriorated 
condition  of  urban  capital  stock.  As  the  severe  repair  needs  of  the  Interstate 
Highway  System  attest,  and  as  is  now  recognized  in  national  policy,  mainte¬ 
nance  deferral  can  be  very  costly:  “In  1971,  $1  million  would  rebuild  6.4 
miles  of  highway.  Today,  it  rebuilds  just  1.5  miles”  (Newsweek,  2  August 
1982,  15).  Yet,  from  the  perspective  of  cities,  there  is  little  choice.  Most 
choose  to  delay,  defer,  reduce,  or  eliminate,  and  deal  with  the  conse¬ 
quences  later.  What  is  not  clear  is  that  this  response  has  been  unique  to 
fiscally  stressed  cities,  nor  is  it  clear  that  this  response  has  been  uniform  for 
all  functions. 


Fiscal  Condition  and  Infrastructure  Expenditures 

One  measure  of  the  condition  of  public  facilities  is  the  amount  spent  to 
maintain  facilities,  to  expand  existing  capacity,  or  to  replace  worn  out  or 
obsolete  facilities.  For  the  nine  case  studies  reported  here,  data  were  col¬ 
lected  on  actual  maintenance  and  capital  expenditures,  corrected  for 
inflation,  for  from  ten  to  twenty-one  years  (1957-1977),  depending  on 
availability  (see  appendix  1  for  a  more  complete  statement  on  the  methodol¬ 
ogy  of  this  study). 

In  this  section,  we  examine  the  degree  to  which  fiscal  stress  has  affected 
both  maintenance  (an  operating  budget  concern)  and  capital  (a  capital 
budget  concern)  expenditures.  Several  issues  are  of  relevance.  Do  cities 
that  perform  many  functions  experience  greater  burdens,  and  do  different 
financial  burdens  translate  into  different  maintenance  patterns?  Does  greater 
fiscal  stress  result  in  lower  levels  of  maintenance?  Does  fiscal  stress  affect 
patterns  of  capital  expenditure  ? 

It  is  often  suggested  that  poor  performance  in  financing  maintenance  and 
capital  expenditures  is  a  consequence  of  the  number  of  activities  for  which 
a  city  assumes  responsibility.  For  example.  Dye  and  Garcia  argue  that  “the 
most  important  determinant  of  municipal  taxing  and  spending  is  the  func¬ 
tional  scope  of  city  government”  (1978,  12).  In  other  words,  cities  with 
broader  functional  scopes  are  more  likely  to  experience  greater  fiscal 
difficulties  than  those  with  narrow  scopes.  The  implication  is  that  expendi¬ 
tures  will  decline  as  functional  scope  diminishes,  which  will  make  cities 
fiscally  healthier  so  that  they  can  better  perform  their  remaining  functions, 
such  as  maintenance.  This  is  a  common  justification  for  the  metropolitan- 
ization  of  service  districts,  or  for  attempts  to  remove  certain  functional 
responsibilities  from  a  city. 

However,  our  data  do  not  support  this  perspective.  Using  a  modified 
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version  of  Liebert’s  (1979)  count  of  city  functional  scope,  table  2.5  com¬ 
pares  functional  scope  and  maintenance  patterns  for  our  “sample”  cities. 
In  this  analysis,  scope  does  not  appear  to  have  much  bearing  in  explaining 
maintenance  trends.  Baltimore,  with  one  of  the  broadest-scope  govern¬ 
ments,  increased  constant  dollar  sewer  maintenance  expenditures  over  the 
twenty-one  year  period,  but  street  and  bridge  maintenance  dropped.  Pitts¬ 
burgh,  with  one  of  the  narrowest  functional  scopes  of  the  nine  cities, 
witnessed  declines  for  both  of  its  city-owned  functions  (streets  and  bridges, 
and  water).  On  the  other  hand,  two  other  narrow-scope  governments,  Dal¬ 
las  and  Des  Moines,  registered  increases  in  maintenance  outlays  for  the 
city-owned  water  systems.  Dallas  experienced  a  decline  in  street  and  bridge 
maintenance  and  an  increase  in  sewer  maintenance,  and  Des  Moines  experi¬ 
enced  a  fairly  negligible  change  in  both  street  and  bridge  maintenance  and 
sewer  maintenance.  Seattle,  the  other  narrow-scope  government,  decreased 
outlays  for  streets  and  bridges  and  the  city’s  sewage-collection  system,  but 
water-system  maintenance  remained  relatively  stable.  The  other  broad- 
scope  governments  appear  not  to  have  performed  well,  but  the  data  are  too 
inconclusive  to  make  inferences  about  the  effects  of  functional  scope  on 
maintenance  outlays. 

Maintenance  Expenditures  and  Fiscal  Stress  A  more  careful  examination 
of  maintenance  trends  in  the  nine  cities  is  provided  by  tables  2.6,  2.7,  and 
2.8,  which  present  maintenance  expenditures  for  each  of  the  major  func¬ 
tional  categories  of  infrastructure  examined  in  this  study.  For  purposes  of 
readability,  the  data  are  presented  in  groups  of  five  years  (six  years  for  the 
first  group),  and  average  expenditures  for  these  periods  appear  in  parenthe¬ 
ses  under  each  period. 

Table  2.6  presents  data  on  street  and  bridge  maintenance  expenditures. 
The  patterns  evident  here,  particularly  in  the  last  time  period,  clearly  show 
a  dramatic  decline  in  maintenance  for  streets  and  bridges.  Although  there 
are  differences  in  expenditure  patterns  across  cities  in  earlier  periods, 
which  merit  discussion,  the  uniform  declines  in  more  recent  years  are 
frightening.  Between  1957  and  1977,  constant  dollar  expenditures  declined 
in  all  cities;  in  some  cities  (Hartford  and  Newark)  these  declines  were  as 
much  as  68  percent.  Even  in  the  best  case  (Des  Moines),  declines  over  time 
were  substantial,  particularly  in  recent  years.  Note  that  in  the  1963-67 
period,  three  cities  increased  constant  dollar  maintenance  expenditures, 
and  five  decreased  outlays.  In  the  1968-72  period,  four  cities  increased 
outlays  and  four  decreased.  But  in  the  last  period.  1973-77,  only  one  city 
did  not  decrease  maintenance  expenditures  (Seattle).  This  last  period  is 
somewhat  surprising  in  light  of  expectations  that  federal  general  revenue 
sharing  (grs)  funds  (analyzed  in  chapter  3)  might  have  contributed  to  an 
overall  improvement  in  maintenance  outlays.  On  the  other  hand,  this  last 
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Table  2.5  Functional  scope  and  constant-dollar  maintenance  expenditures. 


Common 

Functions' 

Increase  (  +  )  or  Decrease  (-)  in  Twenty-one-year 
Trend  in  Maintenance  Expenditures2 

Streets 

and 

Bridges 

City- 

Owned 

Water 

City- 

Owned 

Sewer 

Special 

District 

Water 

Special 

District 

Sewer 

Baltimore 

8 

- 

NA 

+ 

Dallas 

4 

- 

+ 

+ 

Des  Moines 

4 

0 

+ 

0 

Hartford 

8 

- 

+  3 

+  3 

Newark 

7 

- 

NA 

- 

0 

(sewage 

(sewage 

collection) 

treatment) 

New  Orleans 

3  6 

0 

0 

- 

Pittsburgh 

4 

- 

_3 

0 

+ 

(sewage 

(sewage 

collection) 

treatment) 

St.  Louis 

8 

- 

- 

NA 

Seattle 

4 

- 

0 

— 

NA 

(sewage 

(sewage 

collection) 

treatment) 

NA  =  Data  not  available  in  comparable  form. 

1.  Derived  from  Liebert  (1979);  eight  is  the  highest  possible  number  of  common  functions 
in  Liebert’s  table. 

2.  “0”  indicates  a  twenty-one-year  change  of  no  more  than  ±  10  percent;  “  +  "  indicates  a 
twenty-one-year  increase  of  more  than  10  percent;  indicates  a  twenty-one-year 
decrease  of  more  than  10  percent. 

3.  Data  for  1967-1977  only. 

Source:  Field  data. 


period  (1973-1977)  corresponds  to  financially  disastrous  years  for  many 
cities.  The  question  arises  whether  we  witness  this  decline  in  maintenance 
only  among  fiscally  stressed  cities.  The  answer  is  clearly  a  resounding 
“no  although  there  appears  to  be  some  relationship  between  degree  of 
fiscal  stress  and  the  intensity  of  decline.  Thus,  fiscal  stress  is  important  as  a 
constraining  parameter;  it  does  not,  however,  appear  to  be  a  cause  of 
neglect. 

On  an  individual  city  basis,  Hartford  and  Newark  witnessed  the  most 
dramatic  decline  in  street  and  bridge  maintenance  expenditures,  plummet¬ 
ing  over  65  percent  during  the  twenty-one-year  period.  St.  Louis  and  Seat¬ 
tle  decreased  expenditures  by  about  20  to  25  percent  during  the  same 
period.  Baltimore,  Dallas,  and  Pittsburgh  diminished  outlays  by  approxi¬ 
mately  20  percent,  and  Des  Moines  declined  very  slightly. 
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Table  2.6  Percentage  change  in  maintenance  expenditures  for  streets  and  bridges 
(in  thousands  of  1972  dollars). 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

1957-1977 

Baltimore 

($6627)* 

-12.4% 

($5806) 

+  1.1% 
($5872) 

-12.95% 

($5111) 

-22.9% 

Dallas 

($3608) 

+  18.7% 
($4281) 

+  5.1% 
($4500) 

-36.6% 

($2853) 

-20.9% 

Des  Moines 

($2055) 

+  79.9% 
($3697) 

-38.6% 

($2271) 

-13.4% 

($1967) 

-4.3% 

Flartford 

($  389) 

-53.98% 

($  179) 

+  79.3% 

($  321) 

-61.99% 

($  122) 

-68.6% 

Newark 

($1992) 

-27.3% 

($1449) 

-16.4% 

($1211) 

-46.1% 

($  653) 

-67.2% 

New  Orleans 

NA 

NA 

($2575) 

-5.9% 

($2422) 

-5.9% 

Pittsburgh 

($5172) 

-5.8% 

($4872) 

-21.9% 

($3807) 

0.0% 

($3811) 

-26.3% 

St.  Louis 

($4016) 

-21.2% 

($3165) 

+  19.1% 
($3770) 

-26.9% 

($2757) 

-31.3% 

Seattle 

($1498) 

+  12.7% 
($1688) 

-37.5% 

($1055) 

+  4.5% 
($1102) 

-26.4% 

*Figures  in  parentheses  correspond  to  average  annual  expenditures  for  that  time  period. 
Note:  For  converting  to  1972  dollars,  we  used  the  Skilled  Labor  Index  from  Engineering 
News-Record  (1978).  New  York's  indexes  were  substituted  for  Newark's.  In  two  cases  (Des 
Moines  and  Hartford)  we  used  surrogate  city  measures  from  the  U  S.  Bureau  of  Labor 
Statistics  ( 1957-  1977).  New  Haven's  indexes  were  used  as  surrogates  for  Hartford's;  Des 
Moines's  indexes  were  available  until  1975.  after  which  Omaha's  indexes  were  used. 
Source:  Field  data. 


The  expenditure  patterns  for  sewer  and  water  maintenance  differ  signifi¬ 
cantly  from  street  and  bridge  expenditures,  even  where  all  three  activities 
are  provided  by  the  city  government  (which  is  the  case  for  Baltimore. 
Dallas.  Des  Moines  and  New  Orleans).  From  available  data  in  tables  2.7 
and  2.8,  there  was  only  one  case  of  a  dramatic  decline  in  water  or  sewer 
maintenance  expenditures,  and  that  is  Pittsburgh's  maintenance  expendi¬ 
ture  for  the  water  system,  down  by  more  than  60  percent  between  1967  and 
1977.  The  decline  in  Pittsburgh,  however,  is  primarily  the  result  of  changes 
in  accounting  practices  on  the  one  hand,  and  of  the  failure  to  count  Compre¬ 
hensive  Employment  and  Training  Act  (ceta)  employees  on  the  other. 
Thus,  the  decline  in  Pittsburgh,  if  it  happened  at  all.  was  not  substantial.  In 
the  other  cities,  there  was  not  as  much  decline  as  in  street  and  bridge 
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Table  2.7  Percentage  change  in  maintenance  expenditures 
for  water  systems  (in  thousands  of  1972  dollars). 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

1957-1977 

Baltimore 

($1780)* 

+  28.3% 
($2284) 

NA 

NA 

NA 

Dallas 

($3587) 

+  12.1% 
($4020) 

+  1.0% 
($4061) 

+  18.7% 
($4820) 

+  34.4% 

Des  Moines 

($  728) 

+  22.5% 

($  892) 

+  18.2% 
($1054) 

+  4.5% 
($1101) 

+  51.2% 

Hartford 

($  971) 

NA 

($1239) 

+  9.5% 
($1357) 

+  39.8% 

Newark 

NA 

NA 

NA 

NA 

NA 

New  Orleans 

NA 

NA 

($1738) 

-7.4% 

($1609) 

NA 

Pittsburgh 

NA 

NA 

($1849) 

-60.4% 

($  732) 

NA 

St.  Louis 

($2449) 

+  2.7% 
($2515) 

-7.1% 

($2337) 

-8.1% 

($2125) 

-13.2% 

Seattle 

NA 

NA 

($1689) 

-10.4% 

($1514) 

NA 

^Figures  in  parentheses  correspond  to  average  annual  expenditures  for  that  time  period. 
Note:  For  converting  to  1972  dollars,  we  used  the  Skilled  Labor  Index  from  Engineering 
News-Record  (1978).  New  York’s  indexes  were  substituted  for  Newark's.  In  two  cases  (Des 
Moines  and  Hartford)  we  used  surrogate  city  measures  from  the  U.S.  Bureau  of 
Labor  Statistics  ( 1957-  1977).  New  Haven's  indexes  were  used  as  surrogates  for  Hartford’s; 
Des  Moines’s  indexes  were  available  until  1975.  after  which  Omaha's  indexes  were  used. 
Source:  Field  data. 


maintenance  outlays.  Furthermore,  special  districts  did  not  perform  signifi¬ 
cantly  differently  from  city-owned  water  and  sewer  services  (see  table  2.5 
for  identification  of  these).  The  only  non -city-owned  water  district, 
Hartford’s,  increased  maintenance  outlays  over  the  study  period.  City-owned 
water  systems  increased  maintenance  expenditures  in  Dallas  and  Des 
Moines,  decreased  outlays  in  Pittsburgh  and  St.  Louis,  and  remained 
unchanged  in  New  Orleans  and  Seattle.  Table  2.8  shows  that  expenditure 
trends  for  sewer  maintenance  increased  in  Baltimore  and  Dallas  (city 
owned),  decreased  in  New  Orleans  and  Des  Moines  (city  owned),  and 
remained  unchanged  for  Pittsburgh’s  sewer  collection  system  (city  owned). 
Close  examination  reveals  several  trends.  Some  activities  do  fare  poorly  in 
terms  of  expenditures  over  time.  This  is  clearly  the  case  for  maintenance  of 
streets  and  bridges.  On  the  other  hand,  even  fiscally  stressed  cities  maintain 
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Table  2.8  Percentage  change  in  maintenance  expenditures 
for  sewer  systems  (in  thousands  of  1972  dollars). 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

1957-1977 

Baltimore 

($1217)* 

0.0% 

($1216) 

+  174.8% 
($3341) 

+  39.8% 
($4670) 

+  283.7% 

Dallas 

($2045) 

+  14.9% 
($2349) 

+  9.0% 
($2561) 

+  12.8% 
($2889) 

+  41.3% 

Des  Moines 

($1241) 

+  8.1% 
($1342) 

-6.6% 

($1254) 

-10.5% 

($1122) 

-9.6% 

Hartford 

NA 

NA 

($  757) 

+  19.9% 

($  908) 

NA 

Newark 

($2572) 

-6.9% 

($2413) 

-4.3% 

($2310) 

+  19.9% 
($2770) 

+  7.7% 

New  Orleans 

NA 

NA 

($1303) 

-13.2% 

($1131) 

NA 

Pittsburgh 

($  640) 

+  68.9% 
($1081) 

-3.3% 

($1045) 

+  29.7% 
($1355) 

+  111.7% 

St.  Louis 

NA 

NA 

NA 

NA 

NA 

Seattle** 

($1200) 

+  6.2% 
($1274) 

-32.8% 

($  856) 

+  4.7% 

($  896) 

-25.3% 

*Figures  in  parentheses  correspond  to  average  annual  expenditures  for  that  time  period. 
**Does  not  include  maintenance  of  the  treatment  plant;  only  of  the  collection  system. 

Note:  For  converting  to  1972  dollars,  we  used  the  Skilled  Labor  Index  from  Engineering 
News-Record  (1978).  New  York’s  indexes  were  substituted  for  Newark’s.  In  two  cases  (Des 
Moines  and  Hartford)  we  used  surrogate  city  measures  from  the  U.S.  Bureau  of  Labor 
Statistics  (1957- 1977).  New  Haven’s  indexes  were  used  as  surrogates  for  Hartford’s;  Des 
Moines’s  indexes  were  available  until  1975,  after  which  Omaha's  indexes  were  used. 
Source:  Field  data. 


water  and  sewer  systems  reasonably  well.  Thus,  although  degree  of  fiscal 
stress  has  caused  some  differences  in  maintenance  across  cities,  the  pattern 
of  these  differences  depends  upon  which  functional  activity  one  examines. 
Furthermore,  where  the  function  “sits”  (i.e. ,  city-owned  versus  special 
district)  does  not  much  affect  whether  maintenance  is  carried  out  adequately. 
We  speculate  that  it  may  be  that  differences  in  financing  mechanisms  or  bases 
(user  fees  as  opposed  to  funds  from  the  general  fund,  for  example)  can 
explain  differences  in  levels  of  maintenance.  Lack  of  competition  for  the 
use  of  funds  in  water  and  sewer  activities,  whether  a  separate  authority 
exists  for  these  activities  or  not,  means  that  operating  funds  for  routine 
maintenance  are  more  likely  to  be  made  when  city  functions  are  financed 
through  user  fees,  rate  changes  are  seen  as  technical  responses,  and  deci- 
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sion  making  is  perceived  in  less  politically  volatile  terms.  This  means  that 
such  functions  are  often  treated  as  if  they  were  somewhat  independent, 
(regardless  of  whether  they  are  part  of  the  city  budget),  and  are  spared 
severe  cutbacks. 

It  would  seem,  then,  that  fiscal  stress  may  indeed  exacerbate  decision¬ 
making  tensions  in  the  operating  budget.  However,  the  impact  of  fiscal 
stress  on  maintenance  expenditures  across  different  functions  is  less  clear. 
This  relative  insulation  from  the  political  volatility  that  comes  with  fiscal 
stress  means  that  maintenance  expenditures  are  often  not  as  severely 
affected. 

Capital  Outlays  and  Fiscal  Stress  When  capital  expenditures  are  included 
in  the  analysis,  no  consistent  trend  is  visible.  Tables  2.9  through  2.12 
present  actual  capital  expenditures  for  each  of  the  major  functional  areas  of 
infrastructure  in  this  study.  Again,  the  data  are  presented  in  groups  of  five 
years  (six  years  for  the  first  group),  and  each  column  lists  average  annual 
expenditures  for  these  periods.  Note  that  capital  expenditures  for  all  func¬ 
tional  activities  tend  to  be  “lumpy”  over  the  twenty-one-year  period.  For 
example,  in  the  case  of  Des  Moines  the  percentage  change  between  the  first 
and  second  period  for  bridges  exceeds  2,000  percent;  yet  between  the 
second  and  third  period,  the  percentage  change  declines  by  more  than  50 
percent  (table  2.9).  Therefore,  tables  2.9  through  2.12  do  not  present 
percentage  changes. 

Tables  2.9  and  2.10  provide  data  on  capital  expenditures  for  streets  and 
bridges  for  the  nine  cities.  Most  apparent  in  these  tables  is  the  very  differ¬ 
ent  absolute  levels  of  expenditures  for  these  functions  among  cities.  As 
opposed  to  maintenance  expenditure  patterns,  most  of  our  cities  do  not 
show  dramatic  decreases  in  capital  expenditures  over  the  twenty-one-year 
period,  with  the  exception  of  St.  Louis,  where  decline  has  been  dramatic. 
Between  the  first  and  second  periods,  only  Baltimore  and  St.  Louis  show 
declines  in  average  annual  capital  expenditures,  and  growing  cities  such  as 
Dallas,  Des  Moines,  and  Seattle  show  substantial  increases.  The  remaining 
cities  show  fairly  stable  expenditure  patterns.  In  the  1968-1972  period, 
Baltimore  and  St.  Louis  again  show  substantial  cutbacks  in  capital  expendi¬ 
tures,  but  other  cities  either  maintained  or  increased  existing  expenditure 
levels.  Interestingly,  the  last  period  shows  several  trends  that  are  contrary  to 
expectations  that  relate  degree  of  fiscal  stress  to  capital  expenditures.  Fis¬ 
cally  stressed  cities  either  increased  or  maintained  patterns  of  capital 
expenditures,  and  Des  Moines  and  Seattle  showed  declines. 

The  implication  would  seem  to  be  that  factors  other  than  fiscal  stress 
account  for  changes  in  levels  of  capital  expenditures  for  streets  and  bridges. 
In  Dallas,  physical  expansion  clearly  accounts  for  the  dramatic  changes 
between  the  first  and  last  periods.  In  some  other  cities,  mature  street 
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Table  2.9  Capital  expenditures  for  bridge  systems 
(in  thousands  of  1972  dollars).1 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

Baltimore2 

— 

— 

— 

— 

Dallas 

544.6 

867.5 

547.2 

213.1 

Des  Moines 

122.9 

2922.9 

1261.3 

940.0 

Hartford2 

— 

— 

— 

— 

Newark 

0 

2.2 

163.1 

127.8 

New  Orleans 

NA 

NA 

19.3 

18.9 

Pittsburgh 

177.3 

63.6 

946.1 

262.7 

St.  Louis 

2231.9 

1026.5 

40.8 

620.4 

Seattle2 

— 

— 

— 

— 

1 .  For  converting  to  1972  dollars,  indexes  were  drived  from  the  Building  Cost  Index, 
Engineering  News-Record  (1978).  Figures  in  columns  are  for  average  annual  expenditures. 

2.  Included  in  streets. 

Source:  Field  data. 


systems  require  lower  expansion  (although  perhaps  higher  levels  of  replace¬ 
ment).  and  this  is  reflected  in  expenditure  levels. 

The  data  for  sewer  systems  (table  2. 1 1)  show  similarly  irregular  patterns. 
Across  the  twenty-one  year  period  some  of  our  most  fiscally  stressed  cities 
have  provided  remarkably  stable  capital  funding  (Baltimore,  for  example). 
Others  have  increased  annual  expenditures  dramatically  (Newark  and  New 
Orleans),  or  have  fluctuated  (St.  Louis).  The  data  once  more  suggest  that 
the  presence  of  fiscal  stress  does  not  determine  expenditure  patterns. 

Only  in  water  systems  (table  2.12)  do  we  note  any  systematic  decline  in 
capital  expenditures  over  the  twenty-one-year  period.  All  cities  expended 
less  at  the  end  of  the  time  frame,  regardless  of  the  presence  of  fiscal  stress 
or  the  type  of  funding  source  (for  example,  special  districts  in  the  case  of 
Hartford). 

Total  Outlays  and  Fiscal  Stress  In  capital  expenditures  overall,  with  the 
exception  of  those  for  water  systems,  a  generally  downward  trend  was 
perceived  in  only  a  few  instances,  and  even  in  those  cases,  the  decline  was 
less  severe  and  of  less  duration  than  declines  in  maintenance  expenditures. 
Due  in  part  to  the  long-term  neglect  of  maintenance,  local  public  works 
personnel  characterized  unmet  needs  as  great.  With  the  exceptions  of  Dal¬ 
las  and  Des  Moines,  the  cities  in  our  study  experienced  the  problems  of 
maintenance  declines.  As  a  result  of  past  neglect,  needs  have  become  new 
capital  expenditures.  In  Dallas  and  Des  Moines,  infrastructure  was  in 
generally  good  condition,  maintenance  outlays  had  either  increased  or 
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Table  2. 10  Capital  expenditures  for  street  systems  (in  thousands  of  1972  dollars).1 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

Baltimore2 

60,252.3 

49,545.2 

27,735.7 

66,890.6 

Dallas 

9,419.1 

20,611.0 

17,986.0 

24, 466. 03 

9,963.7 

21,478.5 

18,533.2 

24,679.1 

Des  Moines 

1,588.6 

3,517.9 

4,618.4 

3,361.0 

1,711.5 

6.440.8 

5,879.7 

4,301.0 

Hartford2 

78.0 

248.2 

441.6 

1,197.1 

Newark 

234.2 

214.3 

1,200.6 

886.4 

216.5 

1,363.7 

1,014.2 

New  Orleans 

NA 

NA 

6,815.5 

7,221.3 

6,834.8 

7,240.2 

Pittsburgh 

4,093.1 

5,222.1 

4,483.9 

4,995.1 

4,270.4 

5,285.7 

5,430.0 

5,257.8 

St.  Louis 

4,868.7 

4,342.9 

748.5 

613.5 

7,100.6 

5,369.4 

789.3 

1,233.9 

Seattle2 

8,804.4 

9,448.6 

9,333.3 

7,273.1 

1.  For  converting  to  1972  dollars,  indexes  were  derived  from  the  Building  Cost  Index. 
Engineering  News-Record  (1978).  Figures  in  columns  are  for  average  annual  expenditures. 

2.  Includes  bridges.  In  the  cases  of  remaining  cities,  second  number  is  combined  street  and 
bridge  capital  expenditures.  Unlike  other  cities,  Baltimore  receives  federal  interstate  highway 
funds. 

3.  Estimated  rather  than  actual. 

Source:  Field  data. 


remained  stable,  and  new  capital  investments  were  in  the  planning  stages  to 
meet  increased  needs  due  to  growth.  However,  it  is  not  clear  that  these 
trends  are  continuing.  More  recently  than  our  1979  field  work,  even  the 
stable  cities  seem  to  be  feeling  the  impact  of  fiscal  tightness.  For  example, 
the  U.S.  Conference  of  Mayors  in  a  recent  study  reported  that  Des  Moines 
postponed  a  major  sewer  project  (1982,  12). 

Conditions  of  fiscal  solvency  and  infrastructure  generally  would  have 
been  even  worse  than  described  above  had  it  not  been  for  federal  programs. 
As  noted  in  table  2.1,  federal  capital  grants  are  a  substantial  portion  of 
total  state  and  local  capital  outlays.  Throughout  the  1960s  and  1970s,  the 
federal  contribution  represented  more  than  one-quarter  (and  more  recently 
as  much  as  41  percent)  of  total  state  and  local  capital  outlays. 


Summary 

Our  argument  here  is  neither  tautological  nor  trivial.  We  do  not  simply 
conclude  that  fiscally  stressed  cities  spend  less  because  they  have  insufficient 
revenues.  Although  there  is  some  relationship  between  fiscal  stress  and 
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Table  2.11  Capital  expenditures  for  sewer  systems 
(in  thousands  of  1972  dollars).1 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

Baltimore 

13,041.9 

6,579.1 

5,122.8 

15,597.7 

Dallas 

5,306.2 

7,048.0 

7,548.2 

11,738.3 

Des  Moines 

536. 1 

1,574.3 

1,065.1 

1,467.0 

Hartford 

NA 

NA 

14,100.0 

5,439.2 

Newark 

Treatment 

426.5 

671.5 

4,458.0 

4,607.1 

Collection 

147.6 

3,978.8 

1,754.7 

110.3 

New  Orleans 

NA 

2.0562 

4,319.0 

9,797.5 

Pittsburgh 

Treatment 

NA 

NA 

11, 119. 33 

1,092.4 

Collection 

519.6 

446.2 

697.6 

490.5 

St.  Louis 

348.6 

13,155.5 

18,312.2 

6,039.5 

Seattle 

Treatment 

NA 

28,394.3 

11.660.9 

7,193.8 

Collection 

7,104.8 

4,942.8 

14, 269. 03 

7,086.7 

1 .  For  converting  to  1972  dollars,  indexes  were  derived  from  those  of  the  U.S.  Environ¬ 
mental  Protection  Agency  (1977).  Figures  in  columns  are  for  average  annual  expenditures. 

2.  Data  for  1967  only. 

3.  Data  for  1969-1972. 

Source:  Field  data. 


spending  patterns,  conscious  decisions  are  made  by  city  officials;  cuts  are 
not  automatic  and  uncontrollable.  Therefore,  it  is  not  uncommon  for  even 
the  most  fiscally  stressed  city  to  increase  spending,  even  as  its  fiscal  base 
deteriorates  (based  on  current  dollars). 

We  argue  that  much  of  the  writing  on  the  crisis  of  urban  infrastructure 
overplays  the  responsibility  of  fiscal  stress  in  the  neglect  of  maintenance 
activities.  Declines  in  maintenance  expenditures  occurred  at  the  same  time 
that  total  expenditures  in  the  operating  budget  increased.  For  example, 
between  fiscal  year  1967-68  and  fiscal  year  1976-77,  Baltimore  in¬ 
creased  total  current  dollar  city  expenditures  by  163  percent,  Dallas  by 
144  percent,  Des  Moines  by  126  percent,  Hartford  by  198  percent.  New 
Orleans  by  1 13  percent,  Newark  by  123  percent,  Pittsburgh  by  90  percent, 
St.  Louis  by  120  percent,  and  Seattle  by  107  percent.  Had  maintenance 
expenditures  increased  at  the  same  rate  as  total  city  expenditures,  current 
dollar  maintenance  expenditures  would  have  been  considerably  greater. 
(These  data  are  graphically  presented  in  chapter  3.)  Indeed,  except  for  one 
city,  the  rates  of  increase  in  maintenance  expenditures  for  streets  and  brid¬ 
ges  were  significantly  less  than  for  total  city  outlays;  except  for  two  cities. 
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Table  2.12  Capital  expenditures  for  water  systems 
(in  thousands  of  1972  dollars).1 


1957-1962 

1963-1967 

1968-1972 

1973-1977 

Baltimore 

28,110.5 

14,271.9 

3,443.6 

4,450.1 

Dallas 

17,412.6 

17,896.6 

13,525.7 

8,896.8 

Des  Moines 

1.504.82 

469.3 

1,235.0 

1,056.2 

Hartford 

3,650.63 

NA 

8,147.1 

1,722.9 

Newark 

3,289.9 

1,808.1 

700.6 

356.6 

New  Orleans 

NA 

2,503. 54 

2,497.1 

2,138.2 

Pittsburgh 

3,412.4 

1,839.7 

1,575.2 

1,482.0 

St.  Louis 

12, 144. 85 

4,146.0 

2,250.6 

3,473.1 

Seattle 

9,216.0 

4,527.8 

4,489.3 

2,733.8 

1.  For  converting  to  1972  dollars,  indexes  were  derived  from  those  of  the  U.S.  Environ¬ 
mental  Protection  Agency  ( 1957-1977).  Figures  in  columns  are  for  average  annual 
expenditures. 

2.  Data  for  1958-1962. 

3.  Data  for  1957  and  1962  only. 

4.  Data  for  1967  only. 

5.  Data  for  1960-1962  only. 

Source:  Field  data. 


the  rates  of  increase  for  water  system  maintenance  expenditures  were  less 
than  the  rates  of  total  city  outlays;  and  the  rates  of  increase  for  sewer 
maintenance  expenditures  were  less  in  four  of  the  nine  cities.  Clearly,  other 
activities  were  absorbing  larger  and  larger  portions  of  the  budget.  We  will 
show  that  budget  competition  and  the  growth  of  soc  responsibilities  are 
clearly  the  culprits. 

We  turn  in  the  next  chapter  to  the  role  that  federal  grants  have  had  in 
contributing  to  the  current  infrastructure  crisis. 


J.  The  Budgetary  Process  and  the 
Impact  of  Federal  Grants 


Fiscal  stress  is  not  an  adequate  explanation  for  declining  urban  mainte¬ 
nance  and  capital  outlays.  The  point  is  not  that  cities  are  unaffected  by 
fiscal  stress,  but  rather  that  declines  in  maintenance  and  capital  expendi¬ 
tures  have  been  widespread  for  cities  of  varying  fiscal  conditions.  In  this 
chapter,  we  explore  the  role  of  changes  in  the  federal  grants  system  in 
contributing  to  the  infrastructure  problem. 

We  examine  three  impacts  of  federal  grants.  First,  we  evaluate  the  impacts 
of  federal  grants  on  the  capital  budgetary  process.  Has  the  presence  of 
grants  altered  how  cities  fund  capital  programs  or  budget  for  capital  expendi¬ 
tures?  Second,  we  discuss  the  existence  and  impact  of  antimaintenance 
provisions  in  federal  grant  programs  for  infrastructure.  Have  federal  pro¬ 
grams  affected  how  cities  finance  maintenance  activities  in  the  operating 
budget,  and,  if  so.  how?  Third,  we  explore  the  effects  of  local  governmen¬ 
tal  reliance  on  federal  grant  programs  for  their  infrastructure  programs.  Has 
reliance  on  federal  grants  encouraged  local  governments  to  make  invest¬ 
ment  decisions  in  capital  programs  that  they  otherwise  would  not  have 
made? 


The  Budgetary  Impacts  of  Federal  Capital  Grants 

The  process  of  capital  budget  allocation  is  a  much  neglected  area  of  the 
public  budgeting  and  finance  literature.  Most  studies  focus  on  outputs  or 
expenditure  levels,  and  not  on  the  process  or  the  behavior  of  capital  budget 
makers.  With  the  exception  of  Wildavsky’s  classic  study  (1964),  which 
treats  the  federal  budget  as  unified  (i.e. .  both  capital  and  operating  items 
are  taken  together),  most  budgetary  process  studies  and  models  ignore  the 
capital  budget  (Crecine  1969;  Larkey  1979;  and  Danziger  1976).  What 
may  account  for  this  omission  is  the  “lumpiness”  of  capital  outlays  as 
contrasted  with  fairly  small  or  incremental  changes  in  operating  budget 
outlays.  For  example,  according  to  City  Government  Finances  (U.S.  Depart- 
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ment  of  Commerce  1957-83),  Hartford’s  capital  expenditures  in  fiscal  year 
(fy)  73  were  $26.0  million,  in  fy  74  they  nearly  doubled  to  $40.8  million, 
then  declined  to  $26.0  million  and  $21.6  million  in  fy  75  and  fy  76; 
Baltimore’s  capital  outlays  between  fy  69  and  fy  74  fluctuated  from 
$97.1  million  to  $152.0  million,  and  then  in  fy  76  increased  to  $277 
million  from  $194.7  million  in  fy  75.  Even  a  growing  city,  Dallas,  demon¬ 
strated  a  lumpiness  to  its  capital  outlays  by  declining  from  $64.0  to  $58.9 
million  in  fy  70  and  fy  71,  then  increasing  to  $85.1  million  in  fy  74  and 
declining  to  $54.6  million  in  fy  76.  Thus,  this  lumpy  trend  in  city  capital 
outlays  is  common  to  many  cities.  However  this  phenomenon  does  not 
proscribe  incremental  analysis.  We  argue,  however,  that  if  the  federal  contri¬ 
bution  to  capital  projects  is  removed,  an  incremental  analysis  can  apply.  We 
begin  with  a  theory  of  the  capital  budget  process  and  bureaucratic  behavior 
within  the  process,  and  proceed  to  an  evaluation  of  the  impact  of  federal 
grants. 


Theory  of  Capital  Budgeting 

The  first  step  in  the  capital  budgeting  process  involves  the  determination 
by  agencies  or  departments  of  their  needs  (see  figure  3.1).  These  needs 
assessments  are  developed  and  rank-ordered  on  the  basis  of  formal  or 
informal  decision  criteria,  such  as  a  project’s  enhancement  of  residents’ 
safety,  its  economic  development  impact,  and  whether  it  maintains  the 
existing  system  or  expands  it.  For  example,  street  departments  often  rank 
resurfacing  projects  ahead  of  new  construction  projects  (e.g.,  construction 
of  a  minor  street).  After  an  internal  review  to  place  some  constraints  on  the 
total  list,  these  projects  are  then  sent  to  the  central  budget  office.  Budget 
officers,  or  capital  budget  officers,  then  review  the  project  list  in  light  of 
their  revenue  projections  for  the  year  (which  rely  to  a  considerable  extent 
on  existing  and  future  tax  rates),  and  the  specific  agency’s  share  of  the  total 
capital  budget.  The  former  consideration  assumes  that  as  long  as  the 
(property,  income,  etc.)  tax  rate  is  known  or  knowable,  revenue  projections 
can  give  a  “ballpark  figure”  to  work  with  and  within  which  to  review 
projects.  The  latter  concern  ensures  that  no  one  agency  will  receive  all 
capital  funds  or  an  inequitable  amount.  Rather,  the  apportionment  of  capi¬ 
tal  funds  to  agencies  is  predicated  on  a  “fair  share”  concept  similar  to 
Wildavsky’s  (1964)  notion. 

When  the  budget  officers  have  completed  their  financial  assessment, 
they  send  a  revised  list  of  projects  back  to  the  agency.  The  agency  contin¬ 
ues  to  revise  the  list  of  projects  and  resubmit  it  to  the  budget  office  until  the 
agency  and  the  budget  office  reach  an  agreement.  The  resulting  document 
becomes  the  official  capital  budget,  which  is  either  approved  or  modified 
by  city  council.  Of  course,  when  the  duration  of  a  capital  project  extends 
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Figure  3.1  The  process  of  capital  budget  allocation. 


over  more  than  one  year  (e.g.,  construction  of  a  convention  center),  the 
flow  of  funds  to  cover  that  ongoing  project  is  usually  not  debated  by  budget 
officials  except  in  extreme  cases  when  cost  revisions  make  the  project 
unaffordable  (e.g..  New  York’s  Westway  or  third  water  tunnel).  Then  too, 
during  the  course  of  a  budget  year,  the  project  list  can  change.  Emergency 
projects  (e.g.,  bridge  collapse)  can  supplant  “approved”  projects,  projects 
can  advance  to  “ready”  status,  projects  can  be  delayed,  or  projects  may 
require  additional  funds  resulting  in  budgetary  modifications  elsewhere 
(see  Hoskins  1984). 

The  capital  allocation  process  operates  within  a  very  complex  environ¬ 
ment  with  many  actors  defining  the  context  within  which  capital  decisions 
result.  Bureaucratic  behavior  in  proposing  capital  projects  for  funding  is 
constrained  primarily  by  three  interrelated  factors:  ( 1 )  the  incremental  nature 
of  public  budgeting,  (2)  the  financial  capacity  of  the  local  government  to 
fund  any  given  set  of  projects,  and  (3)  the  willingness  of  the  actors  to  divert 
a  portion  of  the  city’s  wealth  to  the  public  fisc. 

We  begin  by  assuming  that  bureaucrats  attempt  to  maximize  the  total 
amount  of  funds  to  be  spent  by  them  (or  their  agencies)  in  any  given  year 
for  at  least  two  reasons  (see  Wolf  1979;  Drucker  1973).  First,  the  prestige 
of  a  government  agency  is  reflected  in  the  amount  of  funds  that  the  city,  or 
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more  appropriately  the  city  council,  is  willing  to  commit  to  that  agency. 
The  problems  and  priorities  addressed  by  budgetary  outlays  reflect  underly¬ 
ing  community  values.  If  community  values  favor  a  particular  agency,  it 
will  receive  more  revenue  for  its  capital  projects,  or,  to  put  it  another  way, 
more  of  its  needs  will  be  addressed.  The  prestige,  importance,  reputation, 
and  indeed,  power  of  the  agency — as  well  as  of  the  bureaucrats  themselves 
— are  therefore  affected  by  the  amount  of  funds  the  agency  receives. 
Second,  the  physical  needs  of  an  agency  always  exceed  available  resources. 
Capital  facilities  wear  out  or  become  obsolete  and  need  to  be  replaced  or 
reconstructed,  and  changes  in  citizen  preferences  require  new  facilities 
(e.g.,  feeder  streets  to  highways).  For  both  of  these  reasons,  the  agency 
tries  to  augment  its  resource  base  by  capturing  a  greater  amount  of  public 
capital  funds. 

However,  the  very  complex,  interactive  capital  budgetary  process  acts  as 
a  check  on  the  agency’s  behavior.  Limits  on  the  city’s  ability  to  fund  the 
capital  budget  and  the  competition  for  funds  among  agencies  restrain  any 
one  agency’s  attempts  to  address  all  its  needs  and  optimize  its  power/ 
prestige  position.  The  actors  who  play  this  watchdog  role  are  the  budget 
and/or  finance  officers  and  city  council.  Budget  and  finance  officers  control 
behavior  by  scrutinizing  spending  so  that  budgetary  requests  do  not  exceed 
projected  revenues.  Policy  makers  (city  council,  in  particular)  have  an 
added  restraining  function:  they  hold  down  tax  rates.  Although  policy 
makers  would  also  like  growth  in  the  budget,  both  to  increase  their  own 
prestige  and  to  allow  them  to  address  the  city’s  needs,  raising  taxes  to 
accomplish  these  objectives  is  usually  politically  undesirable.  Traditional 
revenue  sources  for  a  city’s  General  Fund,  especially  property  and  income 
taxes,  are  viewed  negatively  by  taxpayers,  and  moves  to  increase  such  taxes 
create  hostility  toward  policy  makers.  The  result  of  holding  the  line  on 
taxes  is  that  spending  cannot  increase— depending  on  the  elasticities  of 
the  taxes  which  finance  the  General  Fund.  Thus,  the  behavior  of  bureau¬ 
crats  is  constrained  by  the  attempt  on  the  one  hand  to  hold  down  city  taxes, 
and  on  the  other  by  the  drive  to  shape  the  activities  and  direction  of  the  city 
through  expanding  the  budget.  In  the  past,  these  contradictory  tendencies 
have  sometimes  been  reconciled  (temporarily)  through  postponing  payment 
(and  tax  hikes)  by  borrowing  from  future  earnings  and  spending  more  today 
(a  larger  budget).  New  York  City’s  near-default  was  in  part  the  result  of  its 
attempt  to  enlarge  the  budget  without  raising  taxes  by  borrowing  money  for 
current  operating  expenses.  Since  the  near-default,  short-term  borrowing 
has  been  severely  restricted  for  such  purposes.  Indeed,  it  is  highly  unlikely 
that  New  York’s  example  will  help  in  resolving  the  policy  makers’  attempts 
to  both  spend  more  and  simultaneously  hold  down  general  taxes. 

In  order  to  meet  these  twin  restraints,  in  the  past  few  years,  cities  have 
begun  to  tap  new,  “creative”  financing  mechanisms,  which  often  involve 
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the  use  of  industrial  development  revenue  bonds,  sale/lease-back  arrange¬ 
ments,  etc.  (Hamilton  1983;  Petersen  and  Hough  1983).  The  reasons  for 
the  recent  popularity  of  such  financing  techniques  are  (1)  that  many  cities 
have  already  imposed  what  residents  consider  to  be  an  excessive  tax  burden, 
which  has  resulted  in  many  cases  in  tax  and  expenditure  limitations,  clos¬ 
ing  the  door  to  traditional  methods  of  generating  revenues,  and  (2)  that 
fiscally  stressed  cities,  regardless  of  the  tax  burden,  need  to  find  other 
revenues  in  order  to  maintain  existing  levels  of  city  services.  Creative 
financing  is  attractive  to  policy  makers  and  budget  officials  because  it  can 
generate  needed  revenues  without  increasing  the  tax  burden  on  residents. 

But  more  important  than  creative  financing  techniques,  in  terms  of  its 
preponderance  in  cities’  budgets,  is  federal  aid.  City  council  and  budget 
officers  look  to  extralocal  (i.e.,  federal  and  state)  sources  to  enhance  the 
size  of  the  budget,  the  impact  the  budget  can  make  on  the  direction  the  city 
takes,  and  the  reputation  and  prestige  of  the  individuals  who  control  the 
revenues.  The  added  revenue  provided  by  federal  funds  allows  the  city  and 
its  agencies  to  address  more  needs  than  it  could  have  without  outside 
assistance.  Recipient  agencies  of  federal  funds,  then,  are  also  satisfied  in 
that  they  both  have  a  larger  amount  of  funds  available  to  them  (compared 
with  the  absence  of  federal  funds),  and  can  meet  more  “needs”  as  identi¬ 
fied  in  their  “needs  assessments.”  Further,  agency  and  budget  officials 
attempt  to  enhance  their  reputations  and  prestige  through  winning  larger 
portions  of  the  city's  capital  pie  while  simultaneously  performing  their 
civic  duty  of  addressing  the  physical  plant’s  needs. 

In  effect,  then,  federal  (or  any  extralocal)  grant  programs  augment  an 
agency’s  budget  only  by  the  size  of  the  grants.  But  without  these  funds, 
many  cities  would  have  an  inconsequential  or  nonexistent  capital  budget. 
For  example,  an  official  in  Newark  remarked  that  without  federal  grants  the 
city’s  street  program  would  be  almost  nonexistent.  Federal  funds  have 
allowed  them  to  undertake  more  projects  than  they  could  have  on  their  own. 
This  is  not  to  suggest  that  federal  grants  are  costless;  they  are  not.  But  the 
costs  of  compliance  (e.g.,  matching  funds,  master  plans)  are  relatively 
minor  compared  with  the  tens  of  millions  of  federal  dollars  that  can  flow 
into  a  city’s  coffers  (Lovell  and  Tobin  1981).  An  important  point,  however, 
is  that  these  funds  are  thrown  into  the  capital  budget  after  the  agency  and 
budget  officials  decide  on  the  amount  of  internally  generated  funds  that 
will  be  committed  to  the  agency.  We  argue  that  analyses  of  the  stimulative 
or  substitutive  impact  of  federal  grants  are  misguided  because  they  ignore 
the  capital  budgetary  process  —  a  point  we  will  discuss  later. 

The  implication  of  the  foregoing  discussion  is  that  the  internally  funded 
part  of  the  capital  budget  (i.e.,  revenues  that  are  exclusive  of  federal  funds) 
will  change  minimally  from  year  to  year  because  of  the  built-in  inertia  of 
the  bureaucratic  bargaining  process.  The  complexity  of  this  bargaining 
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process  results  in  agencies  relying  on  last  year’s  capital  budget  allocation  as 
a  politically  legitimate  base  for  this  year’s  request.  Needless  to  say,  this  is 
slightly  more  complicated  than  the  process  of  using  last  year’s  operating 
outlays  as  a  legitimate  basis  for  this  year’s  operating  budget  request.  Operat¬ 
ing  expenditures  result  from  ongoing,  day-to-day  activities.  Capital  expen¬ 
ditures  are  project  specific;  once  the  project  is  completed,  it  needs  only  to 
be  operated  and  maintained  adequately,  which  is  an  operating  cost  justifica¬ 
tion,  not  a  component  of  next  year’s  capital  budget  request.  In  other  words, 
the  capital  project  finished  last  year  cannot  be  the  basis  for  a  capital  request 
this  year.  However,  the  aggregate  of  last  year’s  capital  projects  does  become 
the  basis  for  this  year’s  aggregate  request  because  (1)  agencies  seek  to 
achieve  regular  replacement  cycles  for  capital  facilities  (as  they  wear  out  or 
become  obsolete),  (2)  an  agency’s  capital  needs  as  defined  by  the  agency 
are  almost  endless  (i.e.,  there  are  more  projects  “on  the  shelves”  than  any 
agency  could  ever  accomplish),  and  (3)  shifts  in  the  public’s  preferences 
and  the  introduction  of  new  technology  require  that  certain  other  capital 
projects  be  initiated.  Hence,  the  total  amount  of  an  agency’s  request  is  the 
base  for  this  year’s  request.  Therefore, 

Precedent  is  an  important  legitimizing  device  that  operates  at  two  levels  in  resource 
allocations.  First,  established  agencies  that  have  been  previously  funded  have  an 
enormous  advantage  over  new  agencies  in  the  appropriation  process.  Their  demands 
for  resources  at  existing  levels  are  automatically  reviewed  as  legitimate.  .  .  . 
Second,  funding  that  maintains  current  levels  of  inputs  has  an  enormous  advantage 
over  the  purchase  of  new  inputs  (Larkey  1979,  99-100). 

In  other  words,  because  last  year’s  budget  has  been  legitimized  politi¬ 
cally  (by  virtue  of  having  been  approved  by  city  council),  officials  who 
seek  to  maintain  current  levels  of  input  make  ample  use  of  the  power  of 
precedent.  Of  course,  agency  officials  want  to  do  more  than  maintain 
current  levels  of  input;  they  would  like  to  see  those  levels  increase.  However, 
maintaining  input  and  output  levels  at  least  at  last  year’s  levels  is  affected 
not  just  by  precedent  but  also  by  available  revenues. 

In  the  case  of  the  capital  budget,  agency  and  budget  officials  are  not  as 
constrained  by  budget-balancing  requirements,  as  they  may  be  in  the  case 
of  the  operating  budget.  Capital  budgets  are  virtually  always  unbalanced 
because  the  manner  by  which  revenues  finance  the  capital  budget  always 
results  in  a  surplus.  Capital  budgets  are  financed  principally  from  the  sale 
of  bonds,  earmarked  revenues,  and  intergovernmental  grants-in-aid.  The 
primary  reason  for  the  imbalance  is  unused  (escrow  account)  bond  funds. 
These  funds  are  generated  at  a  time  when  finance  officers  believe  the  bond 
market  is  most  favorable,  and  when  agency  officials  have  capital  projects  in 
need  of  financing.  Bond  revenues  for  any  city  fluctuate  wildly  from  year  to 
year  (as  a  quick  glance  at  “Long-Term  Debt  Issues”  in  City  Government 
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Finances  attests),  and  capital  outlays  are  not  necessarily  made  immediately 
upon  receipt  of  bond  funds.  Bond  funds  from  a  particular  issuance  are 
expended  gradually,  usually  over  several  years.  Ultimately,  however,  a  city’s 
debt  is  retired  through  taxes  on  the  city’s  residents  and/or  user  charges. 

Because  the  debt  portion  of  the  capital  budget  must  ultimately  be  retired 
by  internally  generated  revenues,  we  argue  that  a  balanced  budget  require¬ 
ment,  analogous  to  that  of  the  operating  budget,  exists  for  the  capital 
budget.  Each  year  a  certain  amount  of  funds  from  the  city  must  be  trans¬ 
ferred  to  the  capital  budget  to  retire  the  debt.  The  amount  transferred  can  be 
increased  in  order  to  meet  more  borrowing  requirements  (in  the  event  the 
city  issues  more  debt)  or  to  undertake  additional  projects  (in  a  pay-as- 
you-go  finance  scheme).  But  the  amount  of  the  increase  in  city-generated 
revenues  for  the  capital  budget  depends  upon  the  city’s  capacity  to  generate 
more  funds  each  year.  As  the  city’s  revenue-generating  capacity  changes, 
part  of  that  increase  or  decrease  may  be  diverted  to  (or  subtracted  from)  the 
capital  budget.  Augmenting  or  cutting  back  the  capital  budget,  then,  hinges 
in  part  on  the  change  in  own-source,  or  internally  generated,  revenues. 

In  addition,  city  officials  and  bureaucrats  must  be  willing  to  dedicate  a 
portion  of  the  increase  in  city  revenues  to  the  capital  budget.  As  internally 
generated  revenues  grow,  there  is  not  only  competition  among  agencies  for 
these  resources  at  the  operating  level  (e.g.,  hiring  additional  personnel), 
but  also  for  a  portion  of  the  new  resources  that  might  find  their  way  into  the 
capital  budget.  Officials  may  decide  not  to  commit  any  of  the  additional 
revenues  to  capital  projects.  In  such  situations,  no  increase  in  capital  pro¬ 
jects  results  because  city  officials  are  unwilling  to  divert  a  portion  of  the 
new  internally  generated  revenues  to  the  capital  budget. 

Unwillingness  to  augment  capital  outlays  in  such  circumstances  often 
implies  a  desire  to  expand  the  operating  budget.  City  officials  may  pursue 
this  course  of  action,  even  in  the  face  of  unmet  capital  needs,  because  they 
wish  to  expand  city  government  employment.  New  programs  can  be  started, 
other  programs  upgraded,  and  in  either  case  new  personnel  hired.  Diver¬ 
sion  of  more  funds  to  the  capital  budget  usually  does  not  have  this  direct 
employment  impact.  Most  local  capital  projects  are  contracted  out;  thus 
more  capital  outlays  usually  generate  more  private  construction  jobs,  at 
least  in  the  short-term.  Expanding  the  city  government’s  employment  base 
through  the  operating  budget  results  in  a  legitimized  precedent  for  next 
year’s  budget  request,  which  both  enhances  prestige  and  allows  more  oper¬ 
ating  needs  to  be  addressed.  Unwillingness  to  augment  the  capital  budget, 
then,  may  result  from  how  officials  gauge  the  trade-offs  between  expansion 
of  city  employment  rolls  and  a  larger  capital  project  list.  Indeed,  cities  can 
(and  do)  decide  to  dedicate  fewer  resources  to  capital  projects  due  in  part  to 
an  unwillingness  to  pursue  that  course  of  action. 

In  sum,  the  capital  budget  allocates  revenues  to  projects  that  are  only 
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incrementally  (or  decrementally)  different  from  last  year’s  outlays  (the 
precedent),  and  capital  outlays  are  affected  by  the  amount  of  additional 
internally  generated  revenues  and  the  officials’  willingness  to  spend  on 
capital  projects.  The  amount  of  funds  to  be  spent  from  the  city’s  own 
revenues  for  capital  projects  is  not  affected  by  the  receipt  of  federal  grants. 
Federal  funds  may  (indeed  do)  influence  which  projects  will  be  funded 
(i.e.,  eligible  projects)  and,  of  course,  federal  funds  affect  the  size  of  the 
total  capital  budget,  but  they  do  not  alter  significantly  the  incremental 
nature  of  internally  generated  resource  allocation  to  the  capital  budget. 

The  Federal  Variable  Although  the  capital  budgeting  theory  presented 
above  indicates  that  federal  grants  should  not  have  a  discernible  effect  on  a 
city’s  capital  outlays  that  are  financed  from  its  own  sources,  there  is  a  large 
body  of  literature  that  disagrees.  Many  analysts  take  the  view  that  federal 
grants  substitute  for  own-source  revenues;  others  conclude  just  the  opposite 
—  that  federal  grants  encourage  recipient  governments  to  spend  more  than 
they  otherwise  would  have  (i.e.,  they  are  stimulative).  In  a  review  of  the 
literature  on  the  determinants  of  public  spending,  Inman  (1979)  critiques 
earlier  approaches  to  identifying  the  determinants  of  local  fiscal  behavior. 
He  suggests  that  these  studies  (1)  have  been  atheoretical  in  that  variables 
are  incorporated  which  are  statistically  significant  and  produce  the  best 
goodness-of-fit  statistics  without  any  underlying  conceptual  framework;  (2) 
have  been  erroneous  in  using  aggregate  data  that  combine  local  and  state 
expenditures,  forcing  the  assumption  that  both  levels  of  government  behave 
in  precisely  the  same  manner;  and  (3)  have  misspecified  federal  grants-in- 
aid — the  assumption  being  that  lump-sum  and  matching  grants  have  the 
same  impact  on  local  and  state  fiscal  behavior. 

Gramlich  and  Galper  (1973)  address  this  last  concern  by  differentiat¬ 
ing  federal  grants  into  three  types,  each  with  a  different  presumed 
impact  on  fiscal  behavior.  Type  A  grants,  primarily  open-ended  match¬ 
ing  grants  such  as  Medicare,  Aid  to  Families  with  Dependent  Children 
(afdc),  and  Medicaid,  are  expected  to  have  the  greatest  stimulative 
effect  on  local  and  state  governments.  That  is,  theoretically,  govern¬ 
ments  respond  by  increasing  their  own  outlays  beyond  what  they  would 
have  spent  in  the  absence  of  Type  A  grants.  Type  B,  or  block  grants, 
are  expected  to  have  no  appreciable  effect  on  local/state  fiscal  behavior. 
Type  C,  or  closed-ended  categorical  grants  (the  largest  category  in  terms 
of  numbers  of  grants),  are  expected  to  have  an  impact  somewhere  between 
Type  A  and  Type  B  grants. 

Much  of  the  research  in  the  last  ten  years  has  accepted  this  typology  to 
some  extent.  Most  of  the  recent  research  has  relied  on  a  demand  framework 
devised  from  microeconomics.  This  approach  requires  the  researcher 
to  view 
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the  process  of  local  fiscal  choice  as  an  “as  if”  preference  maximization  subject  to  a 
budget  constraint.  Preferences  are  specified  over  local  public  services  and  after 
tax-or-transfer  incomes  while  the  budget  constraint  requires  local  revenues  from 
taxes  and  subventions  to  equal  local  expenditures  on  public  output.  The  optimiza¬ 
tion  process  used  to  describe  local  fiscal  choice  yields  a  set  of  demand  equations  for 
output  and  local  revenue  (or,  equivalently,  private  income)  as  a  function  of  the  net 
costs  of  outputs,  before  tax  income,  and  fiscal  base  (Inman  1979,  274). 

A  series  of  current-period  public-service  demand  equations  and  private- 
income  (local  revenue)  equations  based  on  individual  preference  functions 
are  the  results  of  this  approach.  The  results  provide  price  elasticities, 
income  elasticities,  and  exogenous  (or  federal)  aid  elasticities.  Curiously, 
this  last  output  provides  little  consensus  on  an  accepted  elasticity  value. 
Because  of  differences  in  how  the  demand  models  are  specified,  what  data 
are  used,  and  what  unit  of  analysis  is  observed,  no  consistent  finding 
emerges  on  the  impact  of  federal  grants  (for  summaries  of  the  literature, 
see  Inman  1979,  286-88;  Broyd  1980,  23-25;  Stein  1982;  Advisory 
Commission  on  Intergovernmental  Relations  [acir]  1978).  However,  it  is 
generally  agreed  that  open-ended  matching  grants  provide  the  greatest 
stimulus,  closed-ended  matching  grants  less  stimulus,  and  nonmatching 
grants  the  least.  In  fact,  some  analysts  suggest  that  nonmatching  grants 
may  be  primarily  substitutive;  that  is,  that  cities  may  reduce  taxes  or 
increase  spending  for  other  functions  (see,  inter  alia.  Advisory  Commis¬ 
sion  on  Intergovernmental  Relations  [acir]  1977:  Barro  1978:  Gramlich 

1969)- 

A  problem  with  most  studies  on  the  local  response  to  federal  aid  stems 
from  the  lack  of  appropriate  data.  Scholars  have  had  to  rely  on  published 
data  that  are  aggregated  for  all  functions  at  the  level  of  the  city,  county,  or 
state.  Because  of  this,  conclusions  regarding  the  impact  of  federal  pro¬ 
grams  tend  to  suggest  that  many  categorical  grants  stimulate  (albeit  slightly) 
own-source  or  nonfederal  expenditures.  At  the  level  of  total  city  expendi¬ 
tures,  it  may  appear  as  if  changes  in  federal  funds  correlate  with  changes  in 
own-source  funds.  However,  we  would  like  to  suggest  that  if  a  purpose  of 
federal  programs  is  to  stimulate  expenditures  in  the  aided  functional 
category,  then  the  appropriate  data  to  examine  are  those  that  are  disaggre¬ 
gated  by  function.  Utilization  of  this  approach  will  better  address  the 
federal  impact  question. 

We  reemphasize  that  our  view  of  the  impact  of  federal  aid  does  not  square 
with  those  who  see  matching,  categorical  grants  as  stimulative.  It  is  dia¬ 
metrically  opposed.  We  believe  that  city  officials  generally  are  not  induced 
by  federal  aid  into  spending  more  than  they  would  have  in  the  absence  of 
federal  aid.  Thus,  we  expect  that  federal  aid.  as  a  variable  that  might  affect 
city  outlays  on  a  particular  function,  will  have  a  negligible  impact. 
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Model  Specification 

The  complexity  of  the  iterative  and  bargaining  nature  of  capital  budgeting 
is  almost  impossible  to  model  effectively.  In  one  attempt  to  evaluate  the  im¬ 
pact  of  a  federal  program.  General  Revenue  Sharing  (grs),  on  the  spending 
patterns  of  five  medium-sized  municipalities,  Larkey  relies  on  several  bureau¬ 
cratic  process  models.  However,  his  selection  of  the  previous  year’s  outlays 
and  a  revenue  constraint  as  explanatory  variables  results  in  a  distorted  pic¬ 
ture  of  the  richness  and  dynamism  of  public  budgeting.  As  he  admits: 

The  formal  models  assert  that  the  broad  outline  of  resource  allocation  decision 
processes  is  similar  among  cities.  .  .  .  The  models  accommodate  diversity  among 
cities  in  the  detailed  structure  and  content  of  financial  decision  processes  by  using 
parameters  specific  to  functional  accounts  within  cities,  that  do  not  correspond 
directly  to  particular  decisions.  Rather,  these  parameters  .  .  .  summarize  the  com¬ 
plex  forces  operating  to  change  allocation  levels  (Larkey  1979,  1 14). 

Our  models  imbed  many  of  the  same  problems.  Because  they  do  not 
focus  on  the  relevant  individuals  or  agencies  in  question,  they  cannot  be 
viewed  as  describing  or  explaining  bureaucratic  behavior.  Rather,  they 
reflect  the  outcomes  of  the  interaction  of  “complex  forces”  which  come 
together  in  the  capital  budgeting  process.  The  primary  purpose  of  this 
exercise  is  to  compare  the  results  of  two  competing  models,  one  that 
conforms  to  our  theory  of  the  capital  budgetary  process  as  presented  above, 
and  one  that  contains  a  federal  variable  in  order  to  ascertain  the  impact  of 
federal  grants  on  a  city’s  capital  spending  pattern. 

Capital  outlays  financed  from  sources  other  than  federal  grants  can  best 
be  explained  by  a  bureaucratic  process  model  because  decisions  on  capital 
outlays,  like  those  on  operating  outlays,  are  made  in  a  politicized  environ¬ 
ment.  In  this  first  model,  we  expect  capital  expenditures  for  a  particular 
functional  category  in  a  given  year  to  depend  on  outlays  from  the  previous 
year  (i.e.,  precedent),  and  year-to-year  changes  in  own-source  revenues 
(which  reflect  both  the  city’s  fiscal  capacity  and  the  city’s  willingness  to 
spend  a  portion  of  any  positive  change  on  capital  projects).  We  expect  to 
find  that  the  federal  grants-in-aid  variable  will  not  have  an  impact  on  a 
city’s  allocation  process  with  respect  to  its  own,  internally  generated  funds. 
Our  theory  of  capital  budgeting  suggests  that  federal  capital  grants  are 
exogenous  to  the  process,  and  it  is  therefore  appropriate  for  us  to  model 
only  that  portion  of  capital  expenditures  not  financed  by  federal  grants. 
Instead  of  focusing  on  total  outlays  or  on  departmental  capital  outlays,  we 
model  the  nonfederally  financed  capital  expenditures  for  each  functional 
area.  Our  dependent  variable  in  all  cases  is  the  amount  of  capital  expendi¬ 
tures  financed  from  sources  other  than  federal  grants  for  specific  functional 
categories  and  for  each  individual  city.  The  model,  which  we  call  the 
Closed  Model,  assumes  the  following  form  for  each  city: 
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Closed  Model:  NFU 
where. 
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nonfederally  financed  capital  outlays  for 
function  i  at  year  /, 

nonfederally  financed  capital  outlays  for 
function  i  at  year  t-  1 

the  difference  in  own-source  revenues  be¬ 
tween  year  t  and  year  t-  1 
normally  distributed  error  term. 


The  functions  for  which  data  were  collected  in  the  site  visits  include  street 
and  bridges,  sewer  systems,  and  water  systems  (see  appendix).  However, 
insufficient  data  were  collected  for  water  systems,  and,  further,  so  few 
federal  funds  flowed  to  water  systems  (the  amount  is  important  for  the 
comparative  model  presented  below)  that  they  are  excluded  from  discus¬ 
sion  in  this  section.  Outlays  for  NF  are  in  thousands  of  constant  1972 
dollars  (deflated  by  the  city-specific  Building  Cost  Index  as  calculated  by 
the  Engineering  News-Record  for  streets  and  bridges,  and  deflated  by  the 
Environmental  Protection  Agency’s  (epa)  Sewer  and  Sewage  Treatment 
Indexes  for  sewer  facilities,  and  represent  actual  (not  budgeted)  expendi¬ 
tures  for  a  specific  function.  NF  is  presented  in  constant-dollar  terms 
because  it  represents  an  attempt  by  officials  to  maintain  levels  of  output 
(i.e. ,  service  levels);  we  relax  the  assumption  later  by  using  current  dollars 
in  order  to  view  the  extent  to  which  officials  attempt  to  maintain  input 
levels.  OS  in  millions  of  constant  dollars  was  collected  from  City’  Govern¬ 
ment  Finances  (U.S.  Department  of  Commerce)  and  pertains  to  all  inter¬ 
nally  generated  revenues  (except  for  utilities).  For  the  three  sewer  treatment 
authorities  that  are  not  part  of  the  city’s  domain,  data  on  OS  revenues  were 
collected  from  U.S.  Department  of  Commerce,  Bureau  of  the  Census, 
Finances  of  Special  Districts  for  Pittsburgh  (Allegheny  County  Sanitary 
Authority),  from  the  Annual  Reports  of  the  Metropolitan  Sewer  District  for 
Hartford,  and  from  Audited  Financial  Accounts  for  the  Metropolitan  St. 
Louis  Sewer  District.  Because  NF  data  were  not  collected  in  comparable 
form  for  Newark’s  and  Seattle’s  sewage  treatment  authorities,  these  cities 
are  excluded  from  the  remainder  of  this  discussion. 

There  are  several  problems  with  the  model.  One  is  a  data  problem;  the 
others  are  error  terms  and  multicollinearity  problems.  As  is  discussed  in 
the  appendix,  the  number  of  observations  per  city  varies  from  ten  to  twenty- 
one  (each  observation  corresponds  to  an  actual  expenditure  per  year).  The 
paucity  of  data  leaves,  in  some  cases,  few  degrees  of  freedom.  However, 
given  the  problems  in  collecting  the  data,  the  problem  of  a  relatively  small 
number  of  observations  is  unavoidable. 1  Furthermore,  because  of  the  unique 
character  of  the  time  period  for  which  data  were  collected,  we  expect  that 
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the  explanatory  power  of  the  model  will  be  deficient  due  to  the  fact  that 
random  shocks  and  unanticipated  events  were  not  modeled.  The  explana¬ 
tory  power  of  a  model  with  three  years  of  data  would  ordinarily  be  fairly 
strong  so  long  as  the  three  years  represent  normal  times.  But,  from  1957  to 
1977,  urban  and  antiwar  riots,  creation  of  new  programs  (e.g.,  grs,  epa), 
legal  requirements  (e.g.,  Affirmative  Action),  and  other  shocks  to  city 
governance  must  be  expected  to  have  had  an  effect  on  the  budgetary  system. 
Such  shocks  must  be  expected  to  result  in  lower  explanatory  powers  than 
are  expected  of  time-series  budgeting  studies  with  a  small  number  of 
observations,  but  covering  a  less  volatile  period. 

An  assumption  underlying  this  regression  model  is  that  the  residuals  are 
serially  independent;  that  is,  there  is  no  correlation  between  the  error  term 
this  year  and  the  error  term  last  year.  However,  where  autocorrelation  of  the 
residuals  was  significant  according  to  the  Durbin- Watson  statistic,  the  gen¬ 
eralized  least  squares  model  was  employed  with  appropriate  lags.  This  was 
a  problem  in  only  a  few  cases  and,  when  corrected,  the  statistics  changed 
minimally.  Therefore,  the  table  presents  the  statistics  from  the  ordinary 
least  squares  models  only.  In  all  such  modelling,  a  problem  in  estimating 
the  parameters  may  arise  if  there  is  correlation  between  the  independent 
variables.  If  multicollinearity  were  to  exist,  step-wise  regression  would 
have  been  appropriate.  However,  this  was  not  a  problem. 

Because  so  many  studies  have  concluded  that  federal  grants  have  had  an 
impact  on  city  outlays,  the  federal  grant  variable  will  be  incorporated  in  a 
competing  model.  This  alternative  model  is  derived  from  the  capital  budget¬ 
ing  theory  presented  above,  but  now  relaxes  an  earlier  assumption,  namely, 
that  federal  grants  are  exogenous  to  the  capital  budgeting  process  and 
therefore  do  not  have  an  impact  on  a  city's  spending  patterns  from  its  own- 
source  funds.  The  model  that  incorporates  the  federal  grant  variable  assumes 
the  following  form: 

Federal  Model:  NFtJ  =  B\  +  B2NFj  +  B2{OSt-OS,_\)  +  B4FED1 ,  +  u 

where, 

FED,  ,  —  federally  financed  capital  outlays  for  function  i 
at  year  t. 

Outlays  for  the  FED  variable  are  in  thousands  of  constant  1972  dollars 
(deflated  like  the  NF  values),  and  represent  actual  expenditures.  Values  for 
the  FED  variable  in  most  cases  were  federal  categorical  grants  (PL.  92-500, 
epa  grants  for  sewer  treatment  facilities,  and  Federal  Aid  Urban  Systems 
and  other  grants  for  city  streets),  but  there  were  exceptions.  Community 
Development  Block  Grants  (cdbg)  provided  considerable  revenue  for  street 
and  bridge  projects  for  Newark  and  Hartford  after  1974,  but  were  of  minor 
importance  for  the  other  cities,  grs  was  used  only  by  Dallas  for  1975  and 
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Table  3. 1  Regression  models  for  street  and  bridge  capital  outlays. 


City 

Model 

N 

Intercept 

NF,.X 

OS 

Baltimore 

Closed 

10 

32097.6* 

-0.050 

-2015.6** 

(2.151) 

(-0.19) 

(-2.97) 

Federal 

10 

42168.1* 

-0.002 

-2115.5** 

(-0.006) 

(-0.611) 

(-2.91) 

Dallas 

Closed 

18 

10259.9** 

0.485** 

20.08 

(2.374) 

(2.13) 

(0.42) 

Federal 

18 

10252.4** 

0.428* 

21.44 

(2.342) 

(1.76) 

(0.44) 

Des  Moines 

Closed 

17 

2046.3* 

0.632** 

-121.33 

(1.880) 

(3.27) 

(-0.438) 

Federal 

17 

2272.6* 

0.651** 

-163.4 

(2.014) 

(3.31) 

(-0.577) 

Hartford 

Closed 

18 

42.9 

0.7027** 

18.13 

(0.388) 

(2.14) 

(0.955) 

Federal 

18 

31.1 

0.464 

10.86 

(0.283) 

(1.22) 

(0.55) 

Newark 

Closed 

18 

249.5** 

0.303 

-1.625 

(2.172) 

(1.25) 

(-0.23) 

Federal 

18 

249.5** 

0.265 

-0.602 

(2.101) 

(0.849) 

(-0.068) 

New  Orleans 

Closed 

10 

2881.3** 

0.161 

353.4** 

(2.397) 

(0.803) 

(2.62) 

Federal 

10 

3527.0 

0.102 

388.1* 

(1.576) 

(0.374) 

(2.22) 

Pittsburgh 

Closed 

17 

3372.4* 

0.301 

20.45 

(2.060) 

(0.963) 

(0.356) 

Federal 

17 

4460.9** 

0.121 

45.03 

(2.310) 

(0.341) 

(0.728) 

St.  Louis 

Closed 

18 

340.0 

0.834** 

-76.3 

(0.626) 

(6.73) 

(-1.41) 

Federal 

18 

405.1 

0.825** 

-77.5 

(0.532) 

(5.618) 

(-1.367) 

Seattle 

Closed 

18 

6909.5** 

0.185 

77.57 

(3.163) 

(0.724) 

(0.669) 

Federal 

18 

8238.2** 

0.048 

130.3 

(3.574) 

(0.184) 

(1.11) 

Note:  The  selected  model  is  italicized.  The  criterion  for  deciding  which  model  to  choose  was  bast 
on  the  following  algorithm:  when  “(1-R2)  is  a  minimum”  w'here  k  =  number  of  regressors 

(1-k-n)2 

(Wonnacott  and  Wonnacott  1979.  186). 
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FED 

T-Ratio 

R 2 

D.W. 

— 

4.44* 

.559 

1.28 

-0.374 

2.82 

.585 

1.34 

— 

2.30 

.234 

2.01 

1.51 

(0.76) 

1.68 

.265 

2.06 

— 

5.37** 

.433 

1.42 

-1.306 

(-0.871) 

3.77** 

.465 

1.41 

— 

2.72* 

.265 

1.74 

0.241 

(1.19) 

2.33 

.333 

1.61 

— 

0.84 

.101 

2.03 

0.033 

(0.199) 

0.54 

.103 

2.04 

— 

4.98** 

.587 

2.56 

-0.16 

(-0.352) 

2.95 

.596 

2.53 

— 

0.69 

.090 

1.61 

-0.88 

(-1.044) 

0.83 

1.60 

1.68 

— 

2.26** 

.751 

2.53 

-0.232 

(-0.126) 

24  j  ** 

.751 

2.53 

— 

0.79 

.095 

1.83 

-3.459 

(-1.435) 

1.25 

.211 

1.95 

*  =  significant  at  <.10  level 
**  =  significant  at  <.05  level 
Source:  Field  data  and  published  data  (see  text). 
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Table  3.2  Regression  models  for  street  and  bridge 
capital  outlays  using  current  dollars. 


City 

Model 

Intercept 

ATT, 

OS 

Dallas 

Closed 

3360. 1 

0.888** 

40.9 

(0.919) 

(4.333) 

(0.981) 

Federal 

5952.6 

0.557* 

32.5 

(1.575) 

(2.021) 

(0.820) 

Hartford 

Closed 

-27.2 

0.725** 

24.1* 

(-0.260) 

(3.263) 

(1.825) 

Federal 

-20.4 

0.650* 

20.6 

(0.185) 

(1.880) 

(1.124) 

Note:  Substitutions  that  yield  the  remaining  equations  either  did  not  appreciably  improve  the 
explanatory  power  of  the  models  (as  in  the  street  and  bridge  equations  for  Des  Moines,  St.  Louis, 
Newark,  Pittsburgh,  and  Seattle),  or  diminished  the  explanatory  power  (as  in  the  street  and  bridge 
equations  for  Baltimore  and  New  Orleans). 


1976,  but  it  amounted  to  a  very  small  amount  (less  than  1  or  2  percent  of 
total  street  capital  outlays).  Therefore,  the  impact  of  the  FED  variable  on 
street  and  sewer  capital  outlays  refers  principally  to  categorical  grants.  If  the 
Closed  Model  reasonably  estimates  capital  expenditures  for  function  i  that 
are  not  financed  by  federal  grants,  and  if  federal  grants  do  not  influence 
capital  outlays  as  we  suggest,  then  it  should  have  less  bias  and  variance  in 
its  estimating  form  than  the  Federal  Model.  The  rule  adopted  for  model 
selection  is  based  on  the  following:  “If  the  data  determines  the  order  that 
the  regressors  are  being  included,  add  regressors  [k]  until  ( 1  -R2)/(  1  -k-n)2  is 
a  minimum”  (Wonnacott  and  Wonnacott  1979,  186). 


Empirical  Results 

Using  the  selection  rule,  all  nine  equations  for  street  capital  outlays  are 
better  modeled  with  the  Closed  than  Federal  Model,  and  five  of  the  seven 
equations  for  sewer  capital  expenditures  are  better  modeled  with  the  Closed 
Model.  (The  selected  models  are  italicized.)  Table  3.1  presents  the  statis¬ 
tics  for  street  capital  outlays.  Of  the  nine  equations,  only  four  have 
significant  F-ratios  and  acceptable  coefficients  of  determination.  For  two, 
Des  Moines  and  Seattle,  the  coefficient  for  the  precedent  variable  (i.e., 
NF,_ |)  is  statistically  significant;  for  the  other  two,  Baltimore  and  New 
Orleans,  the  differencing  of  the  own-source  revenue  variable  is  significant. 
For  the  other  cities,  the  explanatory  power  of  the  model  is  quite  low. 
However,  it  should  be  emphasized  that  the  purpose  of  the  exercise  is  less 
one  of  estimating  coefficients  than  evaluating  whether  the  addition  of  a 
federal  variable  appreciably  improves  the  models.  It  seems  that,  as  far  as 
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FED 

F-Ratio 

R2 

D.W. 

— 

10.51** 

.584 

2.22 

3.794 

8.82** 

.654 

2.22 

(1.687) 

— 

5.39** 

.418 

1.49 

0.067 

3.40** 

.422 

1.45 

(0.292) 

*  =  significant  at  <.10  level 
**  =  significant  at  <.05  level 
Source:  Field  data  and  published  data  (see  text). 


the  street  and  bridge  capital  outlays  equations  are  concerned,  the  federal 
impact  is  not  significant. 

If  we  relax  the  assumption  that  asserts  that  agencies  and  officials  attempt 
to  maintain  service  level  outputs,  another  set  of  results  emerge.  By  specify¬ 
ing  the  NE  and  FED  variables  as  current-dollar  expenditures  (rather  than 
constant  dollar)  —  which  assumes  officials  and  agencies  try  to  maintain 
their  input  levels  (i.e. ,  the  amount  of  resources  they  receive)  —  two  addi¬ 
tional  cities  have  acceptable  F-ratios  and  coefficients  of  determination  for 
the  Closed  Model.  Dallas’s  coefficient  of  determination  increases  to  .58 
and  Hartford’s  to  .42.  In  both  cases  the  coefficient  for  the  lagged  NF 
variable  is  statistically  significant  (and  for  Hartford  the  OS  coefficient  is 
significant)  and  the  F-ratio  is  statistically  significant  (table  3.2).  Again, 
when  current  and  constant  dollars  are  considered,  six  of  the  cities’  own- 
source  financed  capital  expenditure  patterns  are  better  modeled  with  the 
Closed  Model  than  the  Federal  Model.  The  coefficients  of  determination 
for  the  remaining  three  are  quite  low,  less  than  .25.  Further,  none  is  better 
estimated  with  the  Federal  Model. 

Preference  for  the  Closed  Model  over  the  Federal  Model  is  less  certain 
for  sewer  capital  outlays.  Although  all  but  two  of  the  cities’  sewer  capital 
outlays  are  better  modeled  with  the  Closed  Model,  three  have  F-ratios  and 
coefficients  of  determination  that  would  be  considered  acceptable  (see 
table  3.3).  Of  these  three,  two  are  Closed  Models,  Hartford  and  Dallas, 
with  a  statistically  significant  coefficient  for  the  lagged  variable.  One  is  a 
Federal  Model,  Pittsburgh,  with  all  three  coefficients  statistically  signifi¬ 
cant.  Only  one  notable  shift  takes  place  when  NF  and  FED  are  reported  as 
current  dollars.  Baltimore’s  equation  becomes  significant  for  the  Federal 
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Table  3.3  Regression  models  for  sewer  system  capital  outlays 


City 

Model 

N 

Intercept 

NFhl 

OS 

Baltimore 

Closed 

10 

3805.2 

0.346 

-21.94 

(1.760) 

(1.01) 

(-0.342) 

Federal 

10 

3799.2* 

0.155 

0.521 

(1.832) 

(0.429) 

(0.008) 

Dallas 

Closed 

18 

3491.6** 

0.530** 

9.851 

(2.692) 

(2.989) 

(0.917) 

Federal 

18 

3405.2** 

0.555** 

9.228 

(2.547) 

(2.966) 

(0.835) 

Des  Moines 

Closed 

17 

1157.7** 

0.140 

143.4 

(2.523) 

(0.544) 

(1.14) 

Federal 

17 

1092.5* 

0.151 

140.6 

(2.106) 

(0.563) 

(1.08) 

Hartford 

Closed 

9 

201.9 

0.843** 

-1111.7 

(0.09) 

(2.72) 

(-0.938) 

Federal 

9 

223.6 

0.797* 

-1174.3 

(0.091) 

(1.936) 

(-0.882) 

New  Orleans 

Closed 

10 

2376.1 

0.203 

2.476 

(1.756) 

(0.544) 

(0.018) 

Federal 

10 

2974.6* 

0.128 

82.89 

(1.973) 

(0.332) 

(0.503) 

Pittsburgh 

Closed 

14 

968.6 

0.596** 

-337.3 

(1.15) 

(2.530) 

(-0.192) 

Federal 

14 

901.4** 

-0.174** 

-768.6** 

(5.968) 

(-2.911) 

(-2.42) 

St.  Louis 

Closed 

20 

5710.8 

0.207 

-1019.1 

(1.651) 

(0.84) 

(-0.519) 

Federal 

20 

5899.4 

0.230 

-944.8 

(1.643) 

(0.872) 

(-0.492) 

Note:  The  selected  model  is  italicized.  The  criterion  for  deciding  which  model  to  choose  was  based 
on  the  following  algorithm:  when  “( 1  — R2)  is  a  minimum"  where  k  =  number  of  regressors 

(1-k-n)2 

(Wonnacott  and  Wonnacott  1979,  186). 


Model  and  the  coefficient  for  the  federal  variable  becomes  statistically 
significant  (table  3.4).  (Another  change  is  that  the  coefficient  of  determina¬ 
tion  for  Dallas  improves  to  .79.)  For  the  remaining  three  equations,  the 
explanatory  power  of  either  model  is  poor  (less  than  .25).  Thus,  for  sewer 
capital  outlays,  the  comparison  between  the  two  models  results  in  a  less 
than  obvious  situation:  two  of  the  seven  cities  are  better  estimated  with 
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FED 

F-Ratio 

R1 

DM 

— 

0.51 

.128 

1.95 

-0.221 

(1.267) 

0.91 

.312 

1.77 

— 

4.48** 

.373 

1.65 

-0.081 

(-0.557) 

2.95* 

.387 

1.69 

— 

0.85 

.108 

1.62 

0.192 

(0.311) 

0.56 

.114 

1.62 

— 

3.96* 

.569 

2.54 

0.074 

(0.197) 

2.23 

.572 

2.41 

— 

0.15 

.042 

1.91 

-0.121 

(-0.936) 

0.39 

.164 

2.22 

— 

3.25* 

.371 

1.32 

0.814** 

(18.19) 

177.35** 

.982 

2.29 

— 

0.71 

.077 

2.01 

-0.106 

(-0.312) 

0.48 

.083 

1.88 

Data  for  Newark  and  Seattle  were  not  collected  in  comparable 
form;  hence  they  are  excluded  from  this  table. 

*  =  significant  at  <.10  level 
**  =  significant  at  <.05  level 
Source:  Field  data  and  published  data  (see  text). 


the  Closed  Model  and  two  with  the  Federal  Model. 

We  suggest  that  one  reason  for  the  differences  between  the  two  series  of 
equations  (street  and  sewer  capital  outlays)  and  the  influence  of  the  selected 
variables  is  in  the  manner  in  which  the  different  capital  facilities  are 
financed.  Sewer  systems  are  funded  almost  exclusively  from  revenue  bonds 
(amortized  by  user  charges)  and/or  user  charges  with  a  sprinkling  of  prop- 
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Table  3.4  Regression  models  for  sewer  system 
capital  outlays  using  current  dollars. 


City 

Model 

Intercept 

NF,-i 

OS 

Baltimore 

Closed 

4558.9* 

0.534 

-68.4 

(1.898) 

(1.694) 

(-0.781) 

Federal 

4301.1* 

0.154 

-27.9 

(2.131) 

(0.471) 

(-0.366) 

Dallas 

Closed 

1137.4 

0.875** 

14.5* 

(1.388) 

(7.278) 

(1.912) 

Federal 

1240.8 

0.853** 

14.3* 

(1.201) 

(4.851) 

(1.817) 

Note:  Substitutions  which  yield  the  remaining  equations  either  did  not  appreciably  improve  the 
explanatory  power  of  the  models  (as  in  the  sewer  equations  for  Des  Moines.  New  Orleans,  Pitts¬ 
burgh.  and  St.  Louis),  or  diminished  the  explanatory  power  (as  in  the  sewer  equations  for  Hartford). 


erty  taxes.  Capital  outlays  for  street  systems  are  financed  primarily  from 
general  obligation  bonds  (amortized  principally  by  tax  revenues)  with  some 
help  in  some  cases  from  motor  vehicle  fuel  tax  revenues  returned  to  cities 
from  states  (the  collection  agents).  Thus,  streets,  as  a  functional  category, 
competes  with  other  infrastructural  categories  and,  therefore,  tends  to 
receive  only  incremental  amounts  of  capital  funds.  This  is  consistent  with 
our  theory,  and  is  demonstrated  by  the  results  of  six  of  the  nine  equations. 
Sewer  systems,  on  the  other  hand,  do  not  fit  as  neatly  into  our  theory  of 
capital  budgeting  because  of  their  quasi-autonomous  nature.  That  is,  sewer 
departments  and  authorities  may  be  better  able  to  escape  an  incremental 
budgeting  pattern  and  focus  more  directly  on  physical  needs  than  other 
infrastructural  categories  funded  through  a  capital  budget.  Needs  is  a  vari¬ 
able  that  was  not  incorporated  in  the  model  due  to  the  problem  of 
operationalizing  it  over  time.  Raising  sewer  and  water  rates  to  meet  system 
needs  is  perceived  as  less  politically  volatile  than  raising  tax  rates,  which 
may  be  necessary  to  meet  street  and  bridge  needs.  This  is  supported  by 
Meltsner  (1971),  who  reports  that  reaction  to  tax  increase  recommenda¬ 
tions  were  intensely  negative  in  Oakland,  though  a  proposal  for  an  increase 
in  the  sewer  service  charge  was,  by  comparison,  a  nonissue.  The  difference 
may  be.  as  a  recent  study  reports,  that  user  charges  are  viewed  as  equitable 
in  that  the  consumer  pays  for  what  he  uses  (Cline  and  Shannon  1982).  The 
political  volatility  of  user  charges  is  less  than  that  of  general  taxes  (property, 
income,  sales). 

This  may  also  help  to  explain  the  disparate  physical  conditions  of  the 
infrastructure  categories  in  chapter  1 .  To  the  extent  that  the  condition  index 
approximates  the  adequacy  and  performance  of  the  selected  infrastructure 
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FED 

F-Ratio 

R2 

D.W. 

— 

1.47 

.296 

1.84 

0.284* 

2.72 

.576 

1.51 

(1.990) 

— 

28.6** 

.783 

1.81 

0.025 

17.9** 

.793 

1.80 

(0.175) 

*  =  significant  at  <.10  level. 

**  =  significant  at  <.05  level. 

Source:  Field  data  and  published  data  (see  text). 


categories,  the  street  and  bridge  systems  are  generally  in  poorer  condition 
than  the  water  and  sewer  systems.  In  part,  then,  their  physical  condition 
may  be  due  to  the  political  volatility  of  the  funding  mechanism:  user 
charges  are  seen  as  equitable,  technical,  and  nonpoliticizable,  which  allows 
sewer  and  water  authorities  to  better  address  their  capital  needs;  taxes  are 
more  politicizable,  which  restricts  street  departments  from  meeting  their 
capital  needs. 

This  relative  insulation  from  political  vagaries,  then,  may  allow  waste- 
water  treatment  authorities  to  be  influenced  by  federal  grants.  In  other 
words,  these  authorities  not  only  maintain  their  capital  replacement  or 
improvement  plans  but  they  also  augment  own-source  financed  capital 
expenditures  more  than  they  would  without  the  federal  grants.  This  is,  at 
least,  a  plausible  explanation.  Two  of  the  four  statistically  significant  cases 
might  be  regarded  in  such  a  manner  (Baltimore,  a  city  department  at  the 
time  of  data  collection,  and  Pittsburgh,  an  authority).  The  extent  to  which 
other  sewer  authorities  and  departments  fit  the  above  explanation  or  the 
theory  of  capital  budgeting  as  outlined  earlier  is  questionable.  It  does 
appear,  however,  that  the  models  as  specified  for  street  and  bridge  capital 
outlays  tend  to  support  the  capital  budgeting  theory  that  suggests  that  the 
process  is  incremental  and  that  the  impact  of  federal  grants  on  capital 
outlays  financed  from  the  city’s  revenue  base  is  not  a  significant  factor. 


Federal  Aid  Biases 

Federal  grants  are  not  without  effect,  however.  Biases  do  exist 
and  the  cumulative  effect  of  many  years  of  financing  local  infra- 
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structure  has  created  problems.  We  now  turn  to  a  discussion  of  those 
impacts. 

Maintenance  and  Matching  Requirements  Most  federal  categorical  pro¬ 
grams  designed  for  cities’  infrastructural  activities  formally  exclude  the  use 
of  funds  for  maintenance  activities.  For  example,  federal  highway  pro¬ 
grams  supply  funds  only  for  capital  purposes.  This  aid  was  exclusively  for 
capital  expenditures  until  1976.  And  although  the  Federal- Aid  Highway 
Acts  of  1976  and  1978  authorized  some  funds  for  “resurfacing,  rehabilita¬ 
tion  and  restoration”  (the  “3RS”)  of  highways  and  bridges,  the  amount  was 
minuscule  ($175  million  in  1976,  and  $275  million  provided  by  the  1978 
Act  for  1981)  compared  to  the  cost  estimates  of  restoring  the  system 
(approximately  $20  billion)  (Whitman  1979,  37-38).  Because  of  the  lack 
of  maintenance  funds,  states  and  localities  may  be  encouraged  to  defer 
maintenance  of  the  roadway  until  it  needs  to  be  restored.  The  1982  Surface 
Transportation  Assistance  Act  increased  funds  for  highway  purposes  by 
raising  the  tax  rate  per  gallon  of  fuel  by  five  cents.  The  act  also  raised  the 
funds  for  “4R”  activities  (reconstruction  was  added)  to  40  percent  of  total 
federal  highway  funds.  Although  the  repair  needs  of  the  states’  highway 
systems  will  be  better  addressed,  a  bias  against  traditional  maintenance 
activities  still  exists  in  the  design  of  the  federal  aid  highway  program 
(Pagano  forthcoming).  As  one  report  suggests: 

The  way  that  Federal  grant  programs  were  designed  has  discouraged  state  and  local 
officials  from  developing  effective  maintenance  procedures.  .  .  .  The  bias  in  favor 
of  new  construction  runs  across  all  Federal  programs.  In  a  survey  of  state  and  local 
governments  ...  90  percent  of  the  respondents  indicated  that  Federal  capital  funds 
cause  them  to  lower  the  priorities  they  attach  to  maintenance  and  repair.  .  .  .  Some 
states  deliberately  allow  their  roads  to  deteriorate  until  they  reach  a  point  where 
Federal  funds  would  be  available  for  “major  rehabilitation”  (Lehman  Brothers 
1984,  8). 

Sewage  treatment  authorities  may  also  be  encouraged  to  construct  or 
reconstruct  treatment  facilities  because:  (1)  the  law  (PL.  92-500)  requires 
that  certain  standards  be  met;  and  (2)  the  cost-sharing  program  under 
which  the  federal  government  until  1984  subsidized  75  percent  of  capital 
costs  (since  1984  reduced  to  55  percent)  seldom  overburdens  the  authori¬ 
ties.  However,  the  fact  that  there  is  no  provision  for  maintenance  and 
operation  of  the  facilities  (maintenance  is  a  100-percent  local  responsibility) 
is  cause  for  some  concern.  Because  the  law  is  relatively  recent,  the  facili¬ 
ties  built  under  PL.  92-500  are  new  and  not  in  dire  need  of  maintenance. 
No  one  is  certain  that  the  treatment  authorities  will  maintain,  or  have  the 
incentive  to  maintain,  their  facilities  adequately  (Whitman  1979).  This  is 
not  to  suggest  that  conditions  will  worsen.  Indeed,  replacement  of  old 
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facilities  is  beneficial.  We  suggest  only  that  maintenance  of  the  new  facili¬ 
ties  may  not  be  adequate. 

Furthermore,  many  categorical  grants  that  are  wholly  financed  by  the 
federal  and/or  state  governments  with  no  local  participation  may  neverthe¬ 
less  be  rejected  on  the  basis  of  the  project’s  future  maintenance  needs. 
Because  these  categorical  grants  formally  exclude  maintenance,  the  burden 
of  maintaining  the  facility  falls  squarely  on  the  shoulders  of  the  local 
government.  The  inability  or  unwillingness  to  increase  local  revenues, 
therefore,  may  mean  that  the  local  government  refuses  millions  of  dollars  for 
capital  outlays.  The  city  of  Hartford,  for  example,  initially  declined  several 
million  dollars  in  federal  and  state  funds  for  construction  of  a  Sky  walk  that 
would  have  linked  many  of  the  downtown  business  buildings.  The  reason 
for  rejecting  this  aid,  according  to  the  city  manager  and  the  assistant  city 
manager,  was  that  the  city  would  have  had  to  maintain  the  structure,  which 
would  require  higher  taxes.  According  to  the  finance  director,  the  project 
was  finally  approved,  but  only  after  the  owners  of  the  buildings  that  Skywalk 
was  to  connect  agreed  to  assume  the  maintenance  costs.  Indeed,  many 
cities  can  hardly  afford  to  continue  their  present  maintenance  programs,  let 
alone  take  on  new  maintenance  responsibilities. 

Fear  of  future  maintenance  costs  is  not  the  only  reason  for  rejecting 
federal  and  state  monies.  Many  categorical  programs  require  that  localities 
share  the  cost  of  construction.  For  some  cities,  the  matching  requirement 
can  be  prohibitive.  For  example,  New  Orleans’s  capital  budget  for  fiscal 
years  1979-83  fCity  of  New  Orleans  1978]  contained  very  few  projects 
other  than  those  that  were  federally  financed,  and  the  director  of  streets 
suggested  that  federally  financed  projects  that  require  a  local  match,  such 
as  the  Federal  Aid  Urban  Systems  program,  might  never  begin  because 
New  Orleans  might  not  have  funds  even  for  matching  purposes.  Thus,  in 
addition  to  the  difficulty  of  generating  sufficient  revenues  for  maintenance 
purposes,  many  cities  also  are  strained  to  generate  sufficient  revenues  for 
the  matching  requirements  of  categorical  grants. 

This  is  not  to  suggest  that  categorical  programs  are  never  timely  or 
helpful  to  urban  areas.  In  fact,  in  growing  areas,  federal  programs  often 
correspond  to  city  needs.  Growing  urban  areas  need  infrastructure.  Because 
there  is  a  demand  for  new  construction  of  public  facilities  in  growing  areas, 
the  availability  of  federal  capital  grants  often  directly  corresponds  to  the 
needs  of  growing  cities.  On  the  other  hand,  older  cities,  ahead}'  victims  of 
shrinking  revenue  bases,  are  less  able  to  take  advantage  of  infrastructural 
grants  because  of  the  procapital,  antimaintenance  orientation  of  such  grants. 
Federal  capital  programs  of  the  categorical  type.  then,  may  be  differen¬ 
tially  advantageous  to  some  (i.e..  newer,  growing]  cities. 

In  the  past  decade,  of  course,  block  grants.  General  Revenue  Sharing 
(grs)  and  emergency  relief  (antirecessionary )  programs  have  attempted  to 
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complement  categorical  programs  with  unrestricted  funds.  For  example,  it 
has  been  estimated  that  30  to  40  percent  of  revenue  sharing  monies  have 
been  used  for  financing  capital  expenditures  with  no  strings  attached 
(Nathan,  Manvel,  Calkins,  et  al.  1975;  Nathan  et  al.  1977).  Certainly  the 
largest  federal  program,  grs,  cannot  be  criticized  for  not  addressing  cities’ 
maintenance  needs,  grs  is  an  all-purpose  program,  and  grs  funds,  if 
transferred  to  a  city’s  General  Fund  (which  finances  operating  expenses  of 
the  city),  are  not  directly  traceable.  Thus,  it  is  not  clear  how  much  of  grs 
is  expended  on  maintenance  programs,  and  how  much  on  administrative, 
clerical,  and  staff  salaries.  In  addition,  grs  funds  are  often  accounted  for 
in  only  one  department — often  in  the  police  or  fire  department — which 
releases  revenue  to  other  departments,  grs  funds,  then,  are  not  expended 
directly  by.  say,  the  street  department  for  maintenance  activities,  although 
as  part  of  the  city's  General  Fund,  they  indirectly  contribute  to  maintenance. 

Because  of  the  fungibility  of  grs  funds,  it  is  difficult  to  attribute  any 
direct  impact  on  maintenance  outlays,  but  if  grs  were  distributed  to  all 
activities  proportionally,  maintenance  would,  we  presume,  not  suffer.  In 
fact,  however,  for  street  and  bridge  maintenance  outlays,  it  appears  from 
table  3.5  that  the  years  prior  to  the  introduction  of  grs  proved  to  be  more 
beneficial  to  maintenance  activities  than  the  period  after  its  adoption.  Note 
in  particular  the  dramatic  decline  in  current-dollar  street  maintenance  expen¬ 
ditures  for  Newark  between  1968  and  1977,  as  well  as  between  1974  and 
1977,  even  though  the  city  expended  123.8  percent  more  in  fy  1977  than 
in  fy  1968.  In  all  cities  except  Pittsburgh,  total  city  expenditures  more 
than  doubled  in  this  ten-year  period,  while  current-dollar  street  and  bridge 
maintenance  outlays  increased  minimally.  After  receipt  of  grs  funds  in  fy 
1973  (or  1974),  one  might  expect  street  and  bridge  maintenance  activities 
to  benefit  to  some  degree.  That  appears  not  to  have  happened,  except  for 
two  cases  (Pittsburgh  and  Seattle),  and  the  only  reason  Pittsburgh  appears 
to  be  a  deviant  case  is  that  during  the  last  two  years  of  the  study  period, 
outlays  rose  by  21  percent.  Seattle  is  an  exception  because  of  very  low 
outlays  in  1974;  if  1973  or  1975  were  used  as  the  base  year,  the  increase 
would  be  minuscule. 

Hence,  although  grs  is  not  inherently  biased  against  maintenance 
activities,  cities  appear  not  to  have  spent  their  increased  funds  on  street 
maintenance  despite  the  fact  that  the  condition  table  in  chapter  1  indicates 
the  need  for  such  maintenance.  Larkey  suggests  one  plausible  explanation: 

The  degree  of  “fiscal  pressure”  on  recipient  units  of  government  is  the  single  most 
important  determinant  of  how  grs  funds  affect  recipients’  fiscal  behavior.  .  .  . 
When  fiscal  pressure  exists,  grs  funds  tend  to  be  merged  with  the  other  general 
operating  funds  and  used  to  support  recurrent  expenditure  obligations  (e.g.,  exist¬ 
ing  personnel  commitments).  When  “fiscal  pressure”  does  not  exist,  grs  funds 
will  be  used  for:  (1)  revenue  displacement;  (2)  the  accumulation  of  surplus;  (3) 
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Table  3.5  Total  city  expenditures  vs.  maintenance  expenditures 
for  streets  and  bridges. 


Change  in  Change  in  Change  in  Maintenance  Expenditures 

^‘*7  Streets  Bridges 

Expenditures  Expenditures _  _ 


1968-77 

1974-77 

1968-77 

1974-77  1968-77  1974-77 

Baltimore 

+  163.0% 

+  38.7% 

-  0.2%' 

-  5.1% 

+  3.1% 

+  5.6% 

Dallas 

+  144.2 

+  14.2 

+  8.1 

+  1.9 

NA 

0.0 

Des  Moines 

+  126.3 

+  47.3 

+  75.1 

+  21. 12 

+  63.2 

+  41.2 

Hartford 

+  198.1 

+  14.0 

+  49.3 

0.0 

NA 

NA 

New  Orleans 

+  113.9 

+  35.1 

+  54.9 

+  13.5 

NA 

0.0 

Newark 

+  123.8 

+  17.3 

-34.5 

-22.5 

0.0 

0.0 

Pittsburgh 

+  90.0 

+  27.6 

+  162.7 

+  39.9 

NA 

NA 

St.  Louis 

+  120.2 

+  28.9 

+  82.8 

-16.2 

NA 

NA 

Seattle 

+  107.6 

+  26.8 

+  86.9 

+  45.0 

+  47.1 

-0.6 

1.  fy  1971-1977. 

2.  Estimated. 

Source:  For  columns  1  and  2,  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  City 
Government  Finances;  for  columns  3,  4,  5,  and  6,  field  data. 


increased  funding  of  basic  services;  and/or  (4)  capital  projects  and  other  nonrecur¬ 
rent  expenditure  obligations  (Larkey  1979,  218). 

It  appears  that  the  antimaintenance  orientation,  as  well  as  the  inability 
of  many  federal  programs  to  understand  the  differential  capabilities  of 
cities  to  raise  the  local  match,  do  indeed  imply  that  biases  inhere  in  the 
design  of  many  categorical  federal  grants. 

Project  Selection  In  our  theory  of  capital  budgeting,  we  suggested  that 
federal  grants  do  not  influence  decisions  by  local  officials  to  augment 
capital  outlays  that  are  funded  from  internal  sources.  We  stated,  in  fact,  that 
federal  grants  are  exogenous  to  the  capital  budgeting  process.  This  should 
not  be  misconstrued  to  mean  that  federal  grants  have  no  impact.  Rather,  we 
do  not  expect  cities  to  increase  their  own  commitment  to  capital  projects  in 
response  to  federal  grant  availability.  However,  the  selection  of  a  given 
project  from  the  list  of  needs  will  often  be  affected  by  the  possibility  of  the 
receipt  of  federal  grants. 

For  example,  federal  wastewater  treatment  grants  can  only  be  expended 
for  eligible  activities.  The  Environmental  Protection  Agency  (epa)  esti¬ 
mates  a  nationwide  backlog  of  over  $93  billion  for  Category  VI  needs 
(Treatment  and/or  Control  of  Stormwater),  which  is  an  activity  ineligible 
for  federal  water  pollution  control  grants.  In  addition,  after  1  October 
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1984,  Categories  II1B  (Replacement  and/or  Rehabilitation),  IVA  (New 
Collector  Systems),  and  V  (Combined  Sewer  Overflows)  became  ineligible 
for  funding,  with  1982  backlog  needs  estimated  at  $55  billion  (U.S.  epa 
1982).  (Such  epa  needs  estimates  estimate  the  costs  of  treatment  that  will  be 
necessary  to  comply  with  effluent  standards  of  the  Clean  Water  Act.)  It  has 
been  argued  that  local  authorities  have  been  induced  into  shifting  their  own 
capital  funds  from  their  regular  replacement  activities  to  federal  grant 
eligible  activities.  If  this  is  true,  the  wastewater  treatment  authority  may 
spend  the  same  amount  of  its  own  funds  for  capital  purposes  as  it  would 
have  in  the  absence  of  the  federal  grant,  but  it  spends  these  funds  on  the 
matching  portion  of  an  epa  eligible  activity.  In  fact,  the  insignificant  fed 
variables  for  some  cities  in  table  3.3  can  be  interpreted  as  evidence  that 
wastewater  treatment  authorities  or  departments  have  shifted  their  capital 
projects  toward  eligible  federal  programs  and  away  from  their  normal 
capital  (replacement)  programs.  In  other  words,  if  wastewater  treatment 
authorities  are  not  altering  their  own  total  capital  spending,  the  fact  that 
they  must  pay  25  percent  of  the  total  cost  of  federal  aid  eligible  projects 
must  mean  that  they  are  spending  less  on  nonmatching,  local  responsibility 
capital  projects.  Once  the  sewage  treatment  facility  has  been  upgraded, 
internally  generated  funds  will  probably  be  shifted  back  to  these  normal 
capital  projects.  But  federal  wastewater  treatment  grants  strongly  influence 
which  projects  are  currently  targeted  for  inclusion  in  capital  improvement 
plans. 

The  current  design  of  federal  highway  grants  may  be  having  a  similar 
effect.  For  example.  New  Orleans’s  five-year  capital  plan  for  1979-83 
contained  only  highway  projects  in  which  the  Federal  Highway  Trust  Fund 
participated.  City-owned  streets,  a  100  percent  local  responsibility,  were 
not  included.  In  part,  this  was  due  to  the  fact  that  projected  revenues  for  the 
local  match  (from  bond  sales)  would  probably  be  forthcoming  only  if  they 
would  be  used  to  leverage  federal  dollars — that  is,  to  get  the  ‘‘biggest  bang 
for  the  buck.”  Officials  in  Newark  indicated  that  without  federal  pro¬ 
grams,  Newark's  street  program  would  be  practically  nonexistent.  Projects 
eligible  for  federal  aid  tend  to  be  placed  at  the  top  of  the  list  of  funded 
projects  even  if  other,  noneligible  projects  seem  to  represent  a  greater 
need.  As  city  officials  told  us  in  most  of  the  cities:  Why  forego  extra 
dollars  of  federal  aid  when  the  alternative  is  to  do  less  —  even  if  it 
means  not  addressing  our  highest  priority  needs.  At  least  something  is 
getting  done! 

Again,  the  point  is  that  federal  grants  do  affect  the  decision-making 
process.  Eligibility  for  federal  funding  often  enhances  a  project's  priority 
on  a  city's  needs  list.  This  may  mean  that  eligible  projects  supplant  projects 
that  otherwise  represent  greatest  need.  Thus,  federal  grants  do  indeed  bias 
the  process  of  project  selection. 
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Table  3.6  Federal  intergovernmental  expenditures  specifically  for  capital  outlay  purposes, 
by  function,  1957  to  1976-77  (current  dollars). 

Amounts  (millions  of  dollars) 


Period 

(Fiscal 

Years) 

Total1 

High¬ 

ways 

Housing 

and 

Urban 

Renewal2 

Health 

and 

Hospitals  Sewerage 

Mass 

Trans- 

Airports  Education  portation 

1957 

1,172 

944 

112 

30 

1 

19 

66 

— 

1958 

1,777 

1,477 

125 

45 

17 

42 

71 

— 

1959 

2,969 

2,580 

182 

51 

36 

56 

64 

— 

1960 

3,353 

2,906 

223 

58 

40 

56 

70 

— 

1961 

3,093 

2,586 

275 

66 

44 

63 

59 

— 

1962 

3,257 

2,748 

309 

60 

42 

57 

41 

— 

1963 

3,533 

2,951 

359 

64 

51 

52 

53 

— 

1963-1964 

4,453 

3,615 

543 

115 

66 

65 

39 

— 

1964-1965 

5,035 

3,983 

675 

161 

75 

71 

29 

— 

1965-1966 

4,870 

3,953 

607 

120 

81 

54 

50 

5 

1966-1967 

5,045 

4,059 

670 

116 

83 

61 

44 

12 

1967-1968 

5,590 

4,291 

787 

152 

118 

74 

133 

35 

1968-1969 

5,991 

4,352 

921 

161 

135 

102 

178 

142 

1969-1970 

6,944 

4,608 

1,609 

162 

175 

82 

190 

118 

1970-1971 

7,603 

4,987 

1,611 

93 

475 

70 

179 

188 

1971-1972 

8,120 

5,108 

1,981 

42 

411 

119 

2003 

259 

1972-1973 

9,936 

5,276 

2,121 

152 

681 

231 

1 ,2003 

275 

1973-1974 

9,671 

4,555 

2,391 

148 

1,806 

253 

— 

518 

1974-1975 

10,976 

4,754 

2,734 

88 

2,234 

305 

— 

861 

1975-1976 

13,764 

6,243 

2,820 

182 

2,803 

294 

— 

1,422 

1976-1977 

15,411 

6,173 

2,914 

NA 

4,052 

381 

— 

1,891 

1.  These  are  estimated  totals. 

2.  Housing  payments  included  here  do  not  specifically  finance  construction  but  subsidize  low-rent  housing 
undertaken  by  local  governments,  and  thus  indirectly  foster  capital  outlays  for  public  housing.  This  is  noted 
by  Manvel  1965,  60.  The  actual  capital  component  is  quite  small.  Estimates  are  available  for  1967- 1974 
from  Special  Analysis  P  and  Q  of  the  Budget  of  the  United  States.  Figures  for  those  years  in  millions 
respectively  are  7,  49,  91,  132,  143,  157,  183,  and  136. 

3.  Schneiderman  (1975). 

Source:  Data  through  1965  from  Manvel  (1965),  1966-1977  from  U.S.  Department  of  Commerce, 
Government  Finances,  tables  6,  7,  and  10  in  various  years. 


City  Reliance  on  Federal  Grants 

Besides  their  impact  on  project  selection,  federal  grants  also  have  a 
tremendous  impact  on  the  size  of  the  total  capital  budget  and,  ultimately, 
on  the  quality  of  a  city’s  infrastructure  or  capital  plant.  Federal  and  state 
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Table  3.7  Nonlocal  aid  as  a  percentage  of  general 
city  revenue  (excluding  utility  revenues). 


Federal  Aid  as  a 

Percentage  of  General  Revenues 

FY 

1967-68 

FY 

1972-73 

FY 

1976-77 

FY 

1980-81 

Baltimore 

2.4% 

12.4% 

15.9% 

18.5% 

Dallas 

7.5 

4.4 

13.3 

13.2 

Des  Moines 

2.6 

13.6 

10.5 

10.6 

Hartford 

0.2 

9.5 

21.6 

15.2 

New  Orleans 

2.3 

19.5 

26.0 

26.7 

Newark 

0.9 

4.9 

12.7 

5.4 

Pittsburgh 

7.7 

19.6 

24.6 

25.8 

St.  Louis 

1.8 

17.3 

19.5 

— 

Seattle 

1.2 

19.8 

21.3 

15.3 

capital  grants  have  enabled  cities  to  provide  safer  drinking  water,  better  and 
smoother  riding  surfaces  for  motor  vehicles,  sewer  systems  with  advanced 
or  secondary  treatment,  more  efficient  and  effective  transportation  systems, 
etc.  The  federal  government's  participation  in  providing  state  and  local 
infrastructure  has  not  been  inconsequential.  Table  3.6  illustrates  the  growth 
of  federal  capital  involvement  with  seven  major  categories  of  spending.  As 
federal  (and  state)  involvement  has  grown,  the  proportion  of  federal  aid 
(and  intergovernmental  aid,  which  includes  state)  has  increased  at  a  faster 
rate  than  have  cities'  internally  generated  funds.  As  table  3.7  indicates, 
extralocal  aid  as  a  percentage  of  each  city's  general  revenues  has  increased 
markedly  since  the  mid-1960s. 

More  important  to  our  purposes,  federal  grants  to  the  two  selected 
infrastructural  categories  (the  third,  water,  receives  almost  no  federal  aid 
and  is  therefore  excluded)  are  comparatively  large,  considering  each  city’s 
total  capital  outlays  for  sewer  systems  and  streets  and  bridges  (table  3.8). 
Two  observations  are  in  order.  First,  federal  aid  is  a  greater  proportion  of 
total  capital  outlays  by  function  for  those  cities  identified  in  chapter  2  as 
relatively  fiscally  stressed.  Second,  federal  aid  is  a  fairly  small  proportion 
of  the  fiscally  healthy  cities’  capital  outlays.  (The  glaring  exception  is 
Baltimore’s  capital  outlays  for  streets.  But  the  reason  for  the  high  propor¬ 
tion  of  federal  aid  in  this  case  is  the  fact  that,  unlike  the  other  cities, 
Baltimore  receives  federal  interstate  highway  funds).  This  does  not  imply 
that  cities  are  investing  less,  but  rather  that  federal  capital  grants  are  grow- 
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Intergovernmental  Aid  as  a 

Percentage  of  General  Revenues 

FY 

FY 

FY 

FY 

1967-68 

1972-73 

1976-77 

1980-81 

50.7% 

61.2% 

65.0% 

63.1% 

10.0 

8.2 

15.8 

15.1 

14.8 

29.4 

34.3 

29.2 

35.9 

30.2 

43.8 

46.6 

16.9 

33.5 

39.9 

37.8 

23.7 

51.3 

60.3 

69.9 

16.2 

30.8 

41.6 

39.2 

8.6 

26.7 

28.9 

— 

19.9 

37.2 

35.4 

33.6 

Source:  Derived  from  U.S.  Department  of  Commerce,  Bureau  of  The  Census,  City  Govern¬ 
ment  Finances,  various  years. 


ing  at  a  much  faster  rate  than  the  growth  in  internally  financed  capital 
outlays.  Further,  the  total  amount  of  federal  grants  for  the  fiscally  stressed 
cities,  by  the  late  1970s,  had  become  an  alarming  proportion  of  total 
capital  outlays. 

This  point  is  illustrated  by  capital  outlays  for  sewers.  The  cities  in  this 
survey  all  received  federal  wastewater  treatment  grants.  Wastewater  treat¬ 
ment  grants  require  a  25  percent  local  match  (which  increased  to  45 
percent  1  October  1984).  We  would  expect  that  those  sewage  treatment 
authorities  that  maintained  their  pregrant  capital  outlay  levels  would  have  a 
lower  reliance  on  federal  grants  (as  illustrated  by  the  proportions  in  table 
3.6)  than  those  authorities  that  reduced  their  pregrant  capital  outlay  levels. 
Thus,  the  higher  proportion  of  reliance  on  federal  contributions  for  the 
fiscally  stressed  cities  indicates  that  those  cities  may  be  reducing  their 
own-source  capital  outlays.  In  five,  ten,  or  twenty  years,  when  these  treat¬ 
ment  facilities  begin  to  deteriorate  and  are  in  need  of  reconstruction,  a 
crisis  may  arise  if  these  cities  do  not  maintain  their  levels  of  own-source 
capital  outlay. 

In  the  cases  of  both  sewage  treatment  facilities  and  streets  and  bridges, 
the  total  amount  of  capital  outlays  would  have  been  significantly  less  with¬ 
out  federal  aid  than  it  was  with  federal  participation.  As  a  result,  the  size 
and  quality  of  the  public  capital  plant  is  now  larger  than  it  would  have  been. 
Thus,  another  consequence  of  federal  grants  is  that  cities  have  larger  and 
higher  quality  infrastructure  systems  (i.e.,  higher  engineering  standards) 
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Table  3.8  Federal  contributions  as  a  percentage  of  capital  outlays. 


Central  Cities 
(least  fiscal  stress  to 
most  fiscal  stress) 

Streets  and  Bridges 

Sewer  System 

1957-77 

1968-77 

1957-77 

1968-77 

Dallas 

3.4% 

7.8% 

21.3% 

29.0% 

Des  Moines 

4.0 

6.5 

24.1 

34.8 

Seattle 

1.7 

2.7 

NA 

NA 

Pittsburgh 

8.1 

11.2 

NA 

50.0 

Baltimore 

NA 

69.1 

NA 

51.2 

St.  Louis 

3.1 

24.6 

36.9 

28.5 

New  Orleans 

NA 

31.5 

NA 

56.7 

Hartford 

60.5 

63.3 

NA 

34.5 

Newark 

49.8 

56.7 

NA 

NA 

NA  =  not  available,  or  not  available  in  comparable  form. 
Source:  Field  data. 


to  manage  and  maintain  than  they  probably  would  have  otherwise. 

As  unremarkable  as  that  may  sound,  it  does  present  increasing  problems 
to  cities  that  experience  declining  revenue  bases,  outmigration,  and  eco¬ 
nomic  growth  problems.  There  is  seldom  federal  aid  for  maintenance 
activities,  and  cities  are  now  required  to  maintain  and  operate  capital  plants 
that  are  larger  and  of  higher  quality  than  they  would  have  built  on  their 
own.  Fiscally  stressed  cities,  in  part  because  of  the  large  size  of  their 
infrastructures,  are  finding  their  operations  and  maintenance  responsibility 
increasingly  difficult  to  perform  adequately  (e.g..  witness  the  physical 
condition  of  streets  and  bridges  for  the  fiscally  stressed  cities  in  table  1.2). 
And  even  growing  cities  will  reach  the  point  when  they  will  need  to  make 
significant  repairs.  Whether  these  needs  will  be  met  is  a  moot  point.  The 
fact  is  that  the  federal  grants  have  made  a  difference.  Thus,  because  of  the 
influence  of  federal  grants,  cities  have  to  operate  and  maintain  larger  or 
higher  quality  infrastructure  systems  than  they  would  have  in  the  absence  of 
federal  grant  programs. 


Summary  and  Policy  Implications 

We  contend  that  the  outputs  of  the  capital  budgeting  process  mirror  those 
of  the  operating  budget  as  far  as  the  incremental  allocation  of  internally 
generated  revenues  for  capital  purposes  is  concerned.  We  argue  that  for 
capital  budget  activities  that  rely  on  tax  revenues  from  the  General  Fund, 
an  incremental  process  adequately  explains  the  patterns  of  outlays.  The 
impact  of  federal  grants  is  minimal  in  terms  of  altering  the  total  amount  of 
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funds  a  locality  is  willing  to  invest  from  its  own  sources.  For  activities  that 
rely  on  user  charges  and  are  isolated  from  competition  with  other  activities, 
the  incremental  model  may  only  be  partially  accurate.  These  functions  may 
allocate  resources  more  on  the  basis  of  need  or  physical  condition  of  the 
facility.  However,  federal  grants  may  induce  such  facilities  to  spend  more 
on  capital  projects  from  internally  generated  funds  than  they  otherwise 
would  have.  In  both  cases,  federal  grants  obviously  increase  the  physical 
size  and  quality  of  a  city’s  infrastructure,  which  necessitates  larger  operat¬ 
ing  and  maintenance  outlays.  However,  the  grants  do  not  usually  fund 
maintenance  activities,  which,  especially  for  the  older  cities,  have  regis¬ 
tered  the  largest  growth  in  needs. 

Budget  and  agency  officials  are  caught  in  a  bind.  On  the  one  hand,  they 
want  to  increase  outlays  (in  order  to  address  needs  and  to  augment  their 
own  prestige);  on  the  other,  a  strong  incremental  force  is  at  work  that  acts  to 
hold  down  needed  increases  in  capital  maintenance  outlays.  To  compound 
the  problem,  the  size  of  the  infrastructure  system  is  growing  very  rapidly, 
and  outlays  are  rising  very  slowly,  leaving  an  increasingly  large  gap  between 
system  needs  and  revenues.  This  gap  can  be  partially  bridged  if  officials 
sense  their  electorate’s  willingness  to  channel  revenues  to  capital  facilities. 
Willingness  to  spend,  within  the  constraints  of  the  city’s  capacity  to  gener¬ 
ate  additional  funds,  has  increased  in  the  past  few  years  as  media  coverage 
of  the  deteriorating  infrastructure  and  the  news  sensations  of  collapsed 
bridges  (e.g.,  I-95  in  1983)  and  water  breaks  (e.g.,  Paterson  in  1983) 
apparently  affect  the  preferences  of  citizens  for,  minimally,  a  safe  infra¬ 
structure.  We  explore  the  recent  improvement  in  the  public’s  receptiveness 
to  capital  expenditures  in  the  next  chapter. 

Willingness  to  address  infrastructure  needs  and  the  generation  of  suf¬ 
ficient  revenues  are  factors  over  which  the  cities  themselves  have  control 
(except  to  the  extent  that  national  or  regional  economic  problems  affect 
cities’  fiscal  bases).  The  cities  have  considerably  less  control  over  the 
panoply  of  federal  grant  offerings.  Cities  must  decide  how  to  respond  to  the 
offer  of  federal  aid,  and  that  response  is  conditioned  by  the  design  of  the 
grants.  Current  indications  are  that  state  and  local  governments  are  channel¬ 
ing  a  larger  and  larger  portion  of  their  revenues  to  projects  that  have  a 
federal  match.  This  is  because  of  the  design  of  federal  grants  which  encour¬ 
ages  states  and  localities  to  get  the  “biggest  bang  for  the  buck”  (see  Pagano 
forthcoming).  This  action  necessarily  reduces  funds  for  maintenance  activi¬ 
ties  (by  transferring  internally  generated  revenues  to  the  capital  budget  for 
matching  purposes),  and  it  encourages  the  selection  of  federal-aid  eligible 
projects  over  city-determined  needed  projects.  Although  more  needs  may 
be  addressed  through  this  action,  the  situation  is  improved  only  in  a  per¬ 
verse  sense.  State  and  local  governments  view  maximizing  capital  program 
work  loads  without  significantly  increasing  own-source  financial  contribu- 
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tions  as  an  improvement.  But  maintaining  existing  infrastructural  systems 
rather  than  expanding  or  completely  replacing  them  would  cost  all  levels  of 
government  less.  Cities  that  are  not  experiencing  increases  in  infrastructure 
use  should  therefore  be  encouraged  to  maintain  what  they  have.  The  present 
design  of  most  federal  grants  allows  only  capital  projects  to  be  considered 
as  eligible  for  federal  funds.  Even  the  one  exception,  the  4R  provisions  of 
the  federal-aid  highway  program  (resurfacing,  restoration,  rehabilitation, 
and  reconstruction),  does  not  allow  maintenance  as  an  eligible  activity.  It  is 
true  that  resurfacing  (usually  considered  to  be  maintenance)  has  been  eligi¬ 
ble  since  1976,  but  other  traditional  highway  maintenance  activities  (e.g., 
pothole  filling,  slurry  seals,  etc.)  are  still  ineligible. 

Times  are  changing.  Ten  or  twenty  years  ago,  many  communities  and 
states  had  inadequate  and  very  poor  public  capital  facilities.  Federal  grants 
aided  the  provision  of  capital  facilities  to  a  larger  and  larger  segment  of  the 
population.  Those  facilities  must  now  be  maintained.  The  design  of  federal 
grants  does  not  generally  provide  the  autonomy  to  local  governments  to 
decide  how  and  where  funds  should  be  spent.  Eligible  activities  do  not 
include  maintenance  of  capital  facilities.  Activities,  such  as  maintenance, 
that  are  not  eligible  for  a  federal  match  may  be  supplanted  by  activities  that 
are  eligible,  even  if  the  noneligible  activities  appear  high  on  a  priority  list 
or  a  needs  assessment.  Federal  policy  for  the  1980s  and  1990s  must  be 
keenly  aware  of  the  true  needs  of  localities.  Allowing  local  governments  to 
decide  where  funds  need  to  be  spent  would  go  a  long  way  in  beginning  to 
address  the  deteriorating  infrastructure  problem. 


4.  Competing  City  Needs 

Social  us’ .  Physical 


Our  focus  to  this  point  has  been  on  cities’  developmental  or  economic 
overhead  capital  (eoc)  activities,  as  identified  in  the  first  chapter.  Among 
these  activities,  our  major  focus  has  been  on  providing  infrastructure.  For 
the  most  part,  the  physical  condition  of  the  infrastructure  in  the  cities  we 
have  examined  has  indeed  deteriorated.  This  phenomenon  is  not  fully 
explained  by  the  fiscal  stress  of  cities.  Neither  is  it  explained  by  the  involve¬ 
ment  of  extralocal  governments.  Although  federal  funding,  which  is  usu¬ 
ally  biased  against  maintaining  facilities,  has  certainly  provided  funds  for 
infrastructure  which  would  not  otherwise  have  been  forthcoming,  cities  are 
not  spending  any  more  of  their  own-source  revenues  than  they  would  have 
spent  in  the  absence  of  federal  grants. 

In  this  chapter  we  broaden  the  scope  of  our  analysis  to  include 
social  overhead  capital  (soc),  or  redistributive  and  allocational,  activi¬ 
ties  of  cities.  The  purpose  of  this  chapter  is  twofold:  first,  we  briefly 
discuss  the  soc  dimension  and  the  budgetary  trade-offs  between  soc 
and  eoc  activities  in  a  world  of  finite  resources.  In  this  context,  the 
first  part  of  this  chapter  is  a  historical  examination  of  the  competition 
between  soc  and  eoc  activities  within  city  budgets.  Our  purpose  is  to 
ascertain  whether  there  has  been  dominance  of  either  social  (soc)  or 
developmental  (eoc)  goals  as  reflected  in  budgetary  behavior  in  cities 
over  the  past  twenty  to  twenty-five  years.  Second,  we  refine  the  con¬ 
ceptual  framework  of  our  study,  which  relies  on  separating  city  expendi¬ 
tures  according  to  two  broad  purposes — either  they  serve  a  developmental 
(primarily  economic)  function,  or  they  serve  a  redistributional  or  non- 
developmental  (primarily  social)  function.  Refinement  is  necessary  be¬ 
cause  our  knowledge  about  whether  the  public  sector  stimulates  economic 
growth  through  public  investments  or,  conversely,  whether  the  public 
sector  responds  to  prior  private  investment  decisions  are  clearly  in  an 
inchoate  stage.  Before  addressing  this  latter  problem — a  problem  inher¬ 
ent  in  much  of  the  urban  policy  literature — we  examine  the  competing 
need  of  soc  and  eoc  activities  in  order  to  ascertain  whether  cities  have 
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been  oriented  toward  social  (soc)  or  developmental  (eoc)  needs  in  the 
past  twenty  to  twenty-five  years. 


Budgetary  Trade-offs 

We  suggested  earlier  that  one  reason  for  the  infrastructure  dilemma  has 
been  the  inability  of  cities  to  generate  sufficient  revenues.  Here  we  take  this 
argument  one  step  farther,  and  look  to  the  competition  for  scarce  resources 
between  infrastructural  and  social  concerns  as  a  possible  determinant  of 
levels  of  infrastructural  investment.  There  has  been  a  built-in  assumption  to 
the  fiscal  stress  argument  that  if  revenues  were  available  or  if  the  revenue 
base  were  stronger,  cities  would  increase  maintenance  and  capital  outlays. 
Obviously,  available  revenue  is  a  necessary  condition  for  investment,  but 
not  a  sufficient  condition.  Public  and/or  official  willingness  to  make  such 
expenditures  must  also  be  present. 

Willingness  to  commit  scarce  resources  was  a  theme  of  a  conference  on 
maintaining  and  designing  urban  infrastructures  sponsored  by  the  National 
Research  Council  (Hanson  1984).  During  the  conference,  one  official  of  a 
large  investment  firm  suggested  that  underinvestment  in  public  infrastruc¬ 
ture  during  the  past  ten  to  twenty  years  could  be  attributed  to  official 
response  to  taxpayer  indifference  or  hostility  toward  increasing  the  tax  rate. 
Taxpayer  resistance  to  increasing  the  tax  rate  has  resulted  in  official  deci¬ 
sions  to  defer  or  ignore  needed  expansion  and  repair.  Entrenched  interests 
within  cities’  bureaucratic  structures  have  made  it  impossible  for  cities  to 
shift  priorities  from  already-funded  city  functions  to  providing  and  main¬ 
taining  the  infrastructure  (as  Wildavsky’s  argument  on  incrementalism  sug¬ 
gests  [1964]).  Public  capital  investment  has  fallen  as  a  result.  Indeed,  the 
U.S.  General  Accounting  Office  reported  that  public  capital  investment  as  a 
percentage  of  the  gross  national  product  (gnp)  has  fallen  fairly  steadily 
since  1968  (see  figure  4.1).  According  to  one  view,  the  decline  should  be 
attributed  at  least  partly  to  the  fact  that  the  political  system  is  responsive  to 
citizen  needs  and  demands  (Tiebout  1956).  The  budget  is  the  battlefield 
upon  which  competing  interests  and  values  struggle  for  favors.  Expenditure 
patterns  can  be  attributed  to  the  results  of  this  competition  among  relevant 
groups  and  individuals.  Therefore,  if  there  is  inadequate  pressure  for 
public  capital  investment,  then  that  failure  will  be  reflected  in  declining 
expenditures. 

Hartford’s  city  manager  expressed  his  concern  about  declining  infra¬ 
structural  investments,  but  added  that  he  and  city  council  had  been  under 
enormous  pressure  for  years  to  increase  delivery  of  social  services.  The 
political  pressure,  he  maintained,  could  not  be  (indeed,  was  not)  ignored. 
Supporters  for  infrastructure  are  few  and  far  between.  At  the  National 
Research  Council’s  symposium,  Oakland’s  city  manager  recommended 
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Figure  4. 1  State  and  Local  Capital  Investment  as  a  Percentage  of 
Gross  National  Product. 


Source:  U.S.  General  Accounting  Office  (1982,  15). 

wryly  that  one  way  of  counterbalancing  the  political  pressure  would  be  to 
organize  a  Friends  of  the  Sewers  group!  Although  he  drew  sympathetic 
chuckles  from  the  crowd,  his  point  was  more  than  tongue-in-cheek.  It  was 
an  acknowledgment  that  decision  makers  are  influenced  by  political  pres¬ 
sure  and  that  groups  pressing  for  social  services  cannot  easily  be  shunned, 
despite  graphic  demonstrations  of  the  alarming  condition  and  needs  of  the 
infrastructure.  Such  counterbalancing  pressure  groups  have,  in  fact,  been 
adopted  in  some  cities.  New  York,  for  example,  has  a  Pothole  Watch  group 
that  monitors  and  reports  deteriorated  neighborhood  streets  to  city 
authorities. 

Willingness  to  invest  in  eoc  or  developmental  activities  can  also  be 
undermined  by  deliberate,  conscious  efforts  not  to  spend  because  of  the 
lack  of  immediate  effects  from  this  effort.  This  problem  is  exacerbated  by 
two  factors.  First,  some  eoc  investment  is  relatively  unremarkable  and 
unseen  to  the  public  (underground,  out-of-sight);  and  second,  effects  of 
negligence  may  not  be  noticeable  for  many  years.  The  President’s  1978 
National  Urban  Policy  Report  acknowledged  the  first  concern:  “Failure  to 
keep  up  a  city’s  infrastructure  is  often  a  politically  less  sensitive  action  than 
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cuts  in  the  workforce”  (U.S.  President  1978,  94).  A  planning  commis¬ 
sioner  of  Allegheny  County  (Pennsylvania),  commenting  on  deteriorating 
sanitary  sewer  lines,  said:  “Not  only  is  (the  sewer  problem]  a  tough  prob¬ 
lem  to  get  a  handle  on,  ...  but  because  it  is  underground  and  unseen,  it 
doesn't  have  as  much  impact  as  other  problems”  (Pittsburgh  Post-Gazette, 
18  April  1979).  Interviews  and  conversations  with  officials  indicate  that 
among  all  mechanisms  that  hold  down  total  spending,  limiting  infrastruc¬ 
tural  outlays  usually  has  the  least  immediate  repercussions:  city  employees 
seldom  lose  jobs,  perceived  necessary  services  are  not  cut  back,  officials 
aren’t  blamed  for  callousness  towards  the  poor.  The  effect  of  limiting 
infrastructural  expenditures  is  almost  imperceptible.  Over  time,  however,  it 
may  create  problems.  The  trick  is  predicting  when  these  problems  will 
occur.  Some  water  lines  are  over  100  years  old  and  in  no  need  of  repair. 
Others  are  much  newer  and  in  dire  need  of  attention.  The  gamble  taken  by 
city  officials  is  that  the  effect  will  be  not  immediate  but  long-term. 

Then,  too,  there  is  the  complicating  effect  of  federal  requirements.  In 
order  to  receive  federal  grants,  requirements  are  often  attached  to  the 
receipt  of  aid  which  increases  outlays  primarily  in  general  staff  areas 
(McGowan  and  Stevens  1983).  When  funds  are  required  to  be  spent  for, 
say,  planning  or  budgeting  activities,  total  available  funds  are  reduced,  and 
infrastructural  or  eoc  activities  are  thereby  limited.  Willingness  of  city 
officials  to  fund  eoc  activities  therefore  depends  on  a  complex  interaction 
of  factors  including  social  and  political  pressure,  lack  of  immediate  or 
visible  benefits,  and  federal  compliance.  All  funding  decisions  require 
trade-offs  among  these  factors. 

One  way  to  examine  such  trade-offs  would  be  to  study  the  city’s  decision¬ 
making  process — an  approach  we  do  not  use  (for  a  study  on  infrastructural 
decision  making,  see  Sanders  1984).  Rather,  as  a  way  of  measuring  a 
city’s  willingness  to  invest  in  its  developmental  or  eoc  activities,  we  sepa¬ 
rate  city  expenditures  into  two  categories,  eoc  (developmental)  and  soc 
(antidevelopmental),  and  compare  longitudinally  the  relative  and  absolute 
emphasis  placed  on  these  two  categories  of  activities.  This  comparison  of 
actual  outlays  reflects  ex  post  internal  decisions  about  the  relative  priority 
of  eoc  and  soc  expenditures,  as  well  as  implicit  trade-offs  between  the 
two  categories. 


Operationalizing  eoc/soc 

In  this  section,  we  investigate  the  trade-offs  between  eoc  and  soc  expen¬ 
ditures  and  relate  our  findings  to  the  theoretical  justification  for  the  estab¬ 
lishment  of  these  categories.  Before  we  begin,  the  terms  need  to  be  clearly 
operationalized.  We  have  defined  eoc,  or  developmental  activities,  as 
“primarily  oriented  toward  the  support  of  directly  productive  activities  or 
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toward  the  movement  of  economic  goods”  (Hansen  1965,  50).  Those 
activities  include  roads,  bridges,  and  transportation  facilities;  water  and 
power;  communications  facilities;  sanitation  and  sewerage  services,  soc 
encompasses  those  activities  which  are  primarily  social  in  their  orientation 
or,  more  generally,  it  comprises  “those  services  without  which  [economic] 
activities  cannot  function"  (Hirschman  1958,  83).  Such  social  activities 
include  health  and  welfare,  fire  and  police  protection,  public  housing,  and 
education.  These  categories  of  expenditures  parallel  closely  the  departmen¬ 
tal  or  functional  accounts  as  reported  by  the  Bureau  of  the  Census.  Aggre¬ 
gating  functional  expenditures  as  eoc  or  soc  is  therefore  a  fairly  straight¬ 
forward  procedure.  A  city’s  eoc  outlays  are  operationalized  as  comprising 
the  following  entries  in  City  Government  Finances  (U.S.  Department  of 
Commerce):  highways ,  airports,  transit,  parking  facilities,  water  transport, 
sewerage,  sanitation,  natural  resources,  water,  gas,  electricity,  and  urban 
renewal,  soc  is  aggregated  according  to  the  following  categories:  library, 
public  welfare,  hospitals  and  health,  police  protection,  corrections,  protec¬ 
tive  inspection,  fire  protection,  parks  and  recreation,  housing,  financial 
administration,  general  control,  and  general  public  buildings.  These  last 
three  entries  were  not  previously  cited  as  examples  of  soc  because  of  their 
managerial  characteristics.  Paul  Peterson  (1981)  refers  to  such  activities  as 
allocational,  a  kind  of  safe,  middle  ground  between  developmental  and 
redistributive  policies.  We  include  them  as  soc  activities  in  the  interest  of 
typological  consistency,  because  these  activities  do  not  “support  directly 
productive  activities”  in  the  same  manner  as  roads  and  sewers.  We  do, 
however,  acknowledge  the  point  that  good  management  enhances  the 
efficiency  of  both  eoc  and  soc  activities.  (For  a  discussion  of  this  issue, 
s Q&  National  Journal  1983,  820.) 

Further,  we  recognize  that  some  categories  might  be  included  as  both 
eoc  and  soc.  For  example,  fire  and  police  protection  may  support  directly 
productive  activities,  yet  we  classify  them  as  soc  (following  Hansen  1965). 
Their  exclusion  from  soc  activities  would  change  the  results  of  our  analy¬ 
ses  only  minimally.  Thus,  we  keep  them  under  the  soc  rubric.  The  same 
can  not  be  said  of  education.  Education  is  a  big-ticket  item  in  cities  that 
have  it  under  their  jurisdiction.  It  dominates  the  other  soc  categories  to 
such  an  extent  that  we  exclude  it,  in  order  to  make  it  possible  to  focus  on 
variations  in  the  other  activities’  expenditures. 

With  these  rather  tentative  operationalizations,  we  now  turn  to  the  data. 
Census  data  has  provided  the  categories  necessary  to  compare  soc  and  eoc 
outlays.  In  order  to  trace  the  trend  of  these  expenditures  over  time,  we 
collected  data  and  grouped  them  according  to  their  purpose  (eoc  or  soc)  for 
the  years  1957  through  1981  or  1982.  First,  to  measure  the  trade-offs 
between  the  two  groups  of  activities,  we  calculated  a  ratio  of  eoc  to  soc 
expenditures  for  every  year  of  the  study  period.  This  ratio  indicates  the 
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relative  emphasis  of  eoc  to  soc  activities,  or  the  results  of  the  trade-offs 
between  the  two  categories.  Further,  the  trend — should  a  trend  be  dis¬ 
cernible —  in  the  ratio  longitudinally  indicates  the  direction  the  trade-offs 
may  take  in  the  future.  In  other  words,  the  absolute  ratio  is  not  interpreted, 
but  the  trend  and  direction  of  the  ratio  is  analyzed.  Second,  we  plotted  the 
slopes  of  the  expenditures  (soc  and  eoc)  against  time.  This  is  intended  as 
an  aid  to  understanding  the  trends  and  trade-offs,  by  facilitating  compari¬ 
sons  between  the  steepness  of  the  eoc  and  the  soc  slopes.  These  statistical 
exercises  should  indicate  the  eoc  or  soc  orientation  of  city  officials.  Both 
of  these  exercises  provide  some  insight  into  the  history  of  allocating  funds 
to  eoc  and  soc  activities. 


Results  of  eoc/soc  Trade-offs 

As  one  indicator  of  the  trade-offs  between  eoc  and  soc  outlays,  we 
regressed  eoc  and  soc  expenditures  on  time  to  compare  the  slopes  or  the 
rates  of  increase  in  eoc  outlays  and  soc  outlays  over  time.  The  expenditure 
data  were  transformed  logarithmically,  making  the  relationship  with  time 
linear.  Table  4. 1  presents  the  logged  coefficients  for  time  by  both  soc  and 
eoc  outlays  for  each  city.  The  purpose  of  the  table  is  to  understand  which 
group  of  activities,  eoc  or  soc,  increased  faster.  For  Baltimore  and  Des 
Moines,  the  slopes  are  almost  identical.  For  the  remaining  cities,  soc 
outlays  increased  at  a  much  faster  rate  than  eoc  outlays  from  1957  through 
1978-79.  This  observation  is  especially  noticeable  for  Newark,  New 
Orleans,  St.  Louis,  and  Seattle,  where  the  rates  of  increase  for  soc  outlays 
were  nearly  double  those  of  eoc  outlays.  Over  the  study  period,  then,  soc 
outlays  appear  to  fare  better,  relatively  speaking,  than  eoc  outlays.  The 
implication  is  that  political  pressure,  conscious  decisions,  a  greater  willing¬ 
ness  to  increase  soc  outlays,  federal  compliance,  and/or  immediate  visible 
benefits  conspired  to  increase  soc  outlays  at  faster  rates  than  eoc. 

However,  in  the  last  few  years  of  the  study  period  the  trend  begins  to 
reverse.  The  case-study  cities  begin  to  increase  eoc  expenditures  at  a  faster 
rate  than  soc  expenditures.  This  reversal  in  trend  is  clear  in  the  eoc/soc 
ratios  for  each  city  as  presented  in  figures  4.2  through  4.10.  The  down¬ 
ward  trend  apparent  for  eight  of  the  nine  cities  (i.e.,  soc  outlays  increasing 
at  a  faster  rate  than  eoc  outlays),  begins  to  change  for  Baltimore  around 
1972,  Des  Moines  in  1972,  Hartford  in  1978,  Newark  in  1975,  New 
Orleans  in  1975,  Pittsburgh  in  1977,  St.  Louis  in  1976,  and  Seattle  in 
1980.  In  Dallas,  however,  the  trend  has  not  reversed;  soc  has  retained 
about  the  same  proportion  of  the  city’s  budget.  For  all  U.S.  cities,  the 
pattern  has  been  that  until  1972,  soc  received  increasing  shares  of  the 
budget.  This  leveled  off  until  1977.  Since  then,  a  dramatic  shift  has  taken 
place  whereby  cities,  nationwide,  have  transferred  increasingly  larger  pro- 
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Table  4. 1  Regression  coefficients  for  eoc  and  soc  by  city,  1957- 1979. 


City 

Logged  Regression  Coefficient 
(variable  year)* 

Baltimore 

EOC 

0.08098 

soc 

0.08418 

Dallas 

EOC 

0.07461 

soc 

0.10909 

Des  Moines 

EOC 

0.08291 

soc 

0.08843 

Hartford 

EOC 

0.07801 

soc 

0.09218 

Newark 

EOC 

0.04532 

soc 

0.07156 

New  Orleans 

EOC 

0.05474 

soc 

0.09521 

Pittsburgh 

EOC 

0.03675 

soc 

0.05550 

St.  Louis 

EOC 

0.03937 

soc 

0.06575 

Seattle 

EOC 

0.05340 

soc 

0.09601 

^Statistically  significant  at  the  .01  level. 

Source:  Authors’  calculations  based  on  data  from  the  U.S.  Department  of  Commerce,  City 
Government  Finances  (1957-  80) . 


portions  of  their  budgets  toward  eoc  activities  (see  figure  4.11). 

In  terms  of  relative  trade-offs  between  eoc  and  soc  outlays,  these  trends 
imply  that  after  years  of  favoring  soc,  cities  began  to  favor  eoc  in  the 
mid-1970s.  This  suggests  willingness  to  invest  for  developmental  pur¬ 
poses  at  the  expense  of  soc  activities.  Several  reasons  might  be  offered  for 
this  shift  in  emphasis.  First,  the  riots  and  discontent  of  the  1960s  forced 
cities  to  respond  with  programs  designed  to  accomplish  social  purposes. 
Second,  federal  programs  initially  made  it  easy  for  cities  to  develop  social 
programs  for  the  disadvantaged.  However,  this  legacy  of  federal  interven¬ 
tion  has  unwittingly  exacerbated  the  shift  away  from  soc  activities. 

During  the  1960s  and  early  1970s,  federal  programs  and  grants-in-aid 
increased  for  both  soc  and  eoc  programs.  By  the  late  1970s  and  early 
1980s,  federal  funding  for  both  soc  and  eoc  activities  decreased.  Cities 
adjusted  to  soc  cutbacks  from  Washington  by  reducing  total  expenditures 
for  soc  activities,  which  affected  beneficiaries  directly,  and  led  to  the 
release  of  employees  who  administered  those  programs.  The  result,  obvi¬ 
ously,  was  that  the  governmental  structures  designed  to  administer  the  soc 
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Figure  4.2  Ratio  of  eoc  to  soc  Expenditures  for  Baltimore. 
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Source:  Based  on  data  from  the  U.S.  Department  of  Commerce,  City  Government  Finances 
(1957-82). 

activities  were  dismantled,  and  services  were  reduced  or  eliminated  entirely 
—  with  little  or  no  repercussion  to  cities’  budgets.  However,  infrastructural 
programs  that  were  aided  by  the  federal  government  were  less  likely  to  shut 
down  completely,  even  though  eoc  programs  were  reduced  (e.g.,  eda. 
cdbg,  udag,  epa).  The  difference  is  that  even  though  federal  capital 
programs  were  reduced,  the  governmental  structures  and  services  could  not 
be  curtailed  (or  at  least  not  as  completely  as  with  soc  programs).  Because 
of  this,  a  direct  budgetary  impact  was  felt  by  cities.  Cities  could  not  just 
ignore  segments  of  sewer  lines  because  there  were  no  operating  funds 
available  for  maintenance  activities.  Federal  funds  for  infrastructure  ser¬ 
vices  can  be  curtailed,  but  cities  are  still  required  to  maintain  the  capital 
plant.  Federal  disengagement  thus  has  a  budgetary  impact.  Continued  city 
funds  are  required  because  the  physical  infrastructure  still  exists.  Of  course. 


Competing  City  Needs  /  89 


Figure  4.3  Ratio  of  EOC  to  soc  Expenditures  for  Dallas. 
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Source:  Based  on  data  from  the  U.S.  Department  of  Commerce,  City  Government  Finances 
(1957-82). 


poverty,  hunger,  inadequate  housing,  and  other  social  problems  also  con¬ 
tinue  to  exist,  even  when  federal  funds  are  gone,  but  in  a  budgetary  sense, 
it  is  easier  to  eliminate  social  programs  than  to  reduce  infrastructural 
outlays.  Federal  cutbacks,  then,  forced  cities  to  decide  between  caring  for 
their  physical  assets  and  caring  for  their  disadvantaged.  It  appears  that  they 
chose  the  former. 

A  third  reason  for  the  funding  shift  is  a  profound  philosophical  shift  that 
began  in  the  mid-1970s.  Most  officials  whom  we  interviewed  thought  that 
the  time  had  now  come  to  refocus  the  city’s  activities  on  economic  growth 
rather  than  on  social  programs.  The  previous  emphasis  had  been  on  directly 
improving  social  programs,  which  city  officials  now  see  as  only  palliatives 
to  social  problems.  The  shift  is  now  toward  improving  the  economic  devel¬ 
opment  prospects  of  the  city,  which  in  turn  will  benefit,  or  trickle  down  to. 
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Figure  4.4  Ratio  of  eoc  to  soc  Expenditures  for  Des  Moines. 
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the  poor.  One  sewerage  official  complained  that  new  industrial  develop¬ 
ment  would  be  virtually  impossible  to  sustain  because  of  lack  of  capacity  in 
the  interceptors.  Another  official  claimed  that  water  and  sewer  expansion  is 
a  prerequisite  to  any  economic  growth.  Others  pointed  to  the  need  for  better 
streets  to  serve  business  and  industry.  Most  of  the  city  officials  concurred 
that  infrastructure  and  developmental  activities  have  been  slighted  in  the 
past,  and  that  now  that  the  problem  has  been  recognized,  such  activities 
should  increase.  The  data  bear  this  out. 

Thus,  in  most  of  the  case-study  cities,  emphases  have  shifted,  priorities 
have  reversed,  and  the  trade-offs  have  been  made.  Cities  are  now  pursuing  a 
course  of  action  that  places  higher  priority  and  greater  funding  levels  on 
eoc  categories  than  in  the  past. 
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Figure  4.5  Ratio  of  eoc  to  soc  Expenditures  for  Hartford. 
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Refining  the  Conceptual  Framework 

Now  that  we  have  established  the  empirical  fact  that  cities  have  been 
more  concerned  with  soc  than  eoc  activities  until  relatively  recently,  we 
can  address  ourselves  to  the  utility  of  the  typology  adopted  herein.  We 
propose  to  challenge  the  implicit  assumption  that  some  municipal  activities 
are  developmental  and  others  antidevelopmental.  In  reference  to  our  open¬ 
ing  passages  in  the  first  chapter,  which  contain  the  assumption  that  infra¬ 
structure  possesses  properties  that  attract  industry,  is  there  sufficient  empiri¬ 
cal  evidence  to  indicate  whether  the  timing  of  governmental  activity  (as  a 
leading  or  lagging  sector)  is  important  in  the  process  of  economic  growth? 
If  we  assume  that  governmental  activity  precedes  private  investment,  is  this 
timing  coincidental  to  private-investment  decisions  or  are  those  decisions 
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Figure  4.6  Ratio  of  eoc  to  soc  Expenditures  for  Newark. 
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induced  by  government  actions?  Finally,  to  what  extent  do  public-sector 
activities  make  a  difference  in  the  development  process? 

Leading! Lagging  Sector  Theories  Few  scholars  have  moved  beyond  assum¬ 
ing  that  a  relationship  exists  between  public  and  private  outlays.  Most 
studies  on  the  interaction  between  the  public  and  private  sectors  assume 
that  local  economic  development  was  promoted  by  public  programs.  Indi¬ 
vidual  case  histories  or  “success  stories”  (Clark  1981 ,  fn  i )  have  overshad¬ 
owed  any  real  analysis  of  this  assumption,  which,  unfortunately,  has  contra¬ 
dictory  causal  applications.  If  firms  locate  or  expand  or  if  employment  or 
income  increases  in  a  certain  area  after  a  public  program  is  initiated,  the 
assumption  is  that  the  public  program  caused  these  outcomes;  on  the  other 
hand,  if  firms  locate  or  expand  at  a  site  and  then  public  programs  are 
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Figure  4.7  Ratio  of  eoc  to  soc  Expenditures  for  New  Orleans. 
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initiated  to  service  the  firms,  the  assumption  is  that  the  private  sector 
caused  the  public  sector  to  respond.  Both  assumptions,  although  contra¬ 
dictory,  can  be  espoused  by  the  same  individual.  And  both  assumptions 
have  support  in  the  literature. 

Take  the  second  one,  namely,  that  public  facilities  and  programs  follow 
private  investment  or  location  decisions.  It  finds  considerable  support.  For 
example,  Judd  and  Collins  argue: 

The  assumption  is  that  (private)  investment  leads  to  increased  jobs  and  an  increased 
tax  base.  This  .  .  .  raises  .  .  .  incomes  .  .  .  and  improves  the  public  services  .  .  . 
Higher  incomes  lead  to  increased  spending  and  consumption  .  .  .  Better  public 
services  result  in  public  improvements  and  neighborhood  services.  .  .  .  Increased 
spending  and  consumption  creates  a  favorable  business  environment  which,  of 
course,  encourages  investment,  and  on  around  the  cycle  again  (1979,  182-83). 
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Figure  4.8  Ratio  of  eoc  to  soc  Expenditures  for  Pittsburgh. 


Source:  Based  on  data  from  the  U.S.  Department  of  Commerce.  City  Government  Finances 
(1957-82). 


This  model  suggests  that  public  services  follow  private  investment  deci¬ 
sions  and  income  growth  (although  the  authors  view  it  differently — a  point 
we  will  discuss  later).  Such  a  model  is  even  better  stated  in  the  industrial 
location  and  urban  economics  literature.  Industrial  location  studies  intro¬ 
duce  a  spatial  dimension  to  economics  that  has  been  overlooked  in  classical 
economics.  Losch  recognizes  that  firms  locate  in  areas  where  transporta¬ 
tion  costs  are  minimized  if  all  other  costs  are  equal.  Each  firm  then  pro¬ 
duces  for  a  certain  market  area  that  is  determined  by  the  interaction  of  the 
supply  of  raw  materials  and  the  distribution  of  population.  Lampard  out¬ 
lines  what  he  considers  to  be  the  three  primary  costs  that  act  as  determi¬ 
nants  of  industrial  location:  “(i)  input  costs — defined  as  labor,  material, 
fuel,  water,  taxes,  insurance,  weather  conditions,  political  milieu,  etc.;  (2) 
transport  costs — defined  as  the  price  of  a  composite  input  of  services 
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Figure  4.9  Ratio  of  eoc  to  soc  Expenditures  for  St.  Louis. 
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necessary  to  move  labor,  material,  equipment  and  products;  (3)  economies 
(and  diseconomies)  of  agglomeration  and  deglomeration — defined  as  a  set 
of  relatively  localized  scale  economies  that  may  be  (a)  ‘internal’  to  the 
firms,  (b)  ‘external’  to  the  industry  at  a  particular  location,  or  (c)  ‘external’ 
to  the  locality  itself”  (Lampard  1968,  89). 

The  relative  weight  assigned  to  each  cost  varies  from  industry  to  industry. 
Other  industrial  location  studies  emphasize  different  factors.  For  example, 
McMillan  summarizes  the  literature  of  basic  factors  in  location  decisions  in 
this  manner:  “These  factors  are  usually  markets;  raw  materials;  service 
facilities  or  industries;  labor  supply  and  wage  levels;  electric  power  and  fuel 
(low  cost);  transportation  facilities;  good  plant  sites;  experience  of  existing 
industries;  tax  environment;  attitude  of  local  people  toward  (a)  labor  unions, 
(b)  company  policies,  (c)  politics;  pleasant  living  conditions;  schools  and 
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Figure  4. 10  Ratio  of  eoc  to  soc  Expenditures  for  Seattle. 


Source:  Based  on  data  from  the  U.S.  Department  of  Commerce,  City  Government  Finances 
(1957-82). 

churches;  good  housing;  moderate  climate;  recreational  facilities;  good  city 
planning  and  zoning;  lower  construction  costs;  cooperation  of  local  citizens; 
and  adequate  water"  (1965,  239).  Neutze  (1967)  reduces  the  list  to  four 
major  determinants:  natural  features,  costs  of  transport  and  communication, 
production  technology,  and  demand  patterns.  Dean  (1972-73)  adds  that 
industrial  location  studies  must  differentiate  between  small  firms,  which 
tend  to  rely  on  personal  factors  and  on  the  owners'  “contact  space"  (i.e., 
knowledge  about  other  areas),  and  large  firms,  which  tend  to  rely  more  on 
professional  and  scientific  appraisals. 

Fuchs  (1962)  estimates  that  between  1929  and  1954  approximately 
one-third  of  the  geographical  shifts  in  manufacturing  employment  could  be 
attributed  to  natural-resource  endowment  and  raw-material  availability. 
Another  one-third  of  the  geographical  shifts  was  due  to  labor  costs,  and  the 
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Figure  4. 1 1  Ratio  of  eoc  to  soc  Expenditures  for  the  United  States. 
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remaining  one-third  resulted  from  a  change  in  demand  for  products.  Chinitz 
(i960)  argues  that  the  decentralization  of  industry,  or  industries’  relocation 
or  birth  in  areas  that  have  had  a  low  concentration  of  industry,  is  a  natural 
process  because  transportation  costs  are  minimized  when  the  distribution 
of  industry  corresponds  to  the  distribution  of  population  (i960,  114-128). 
In  his  estimation,  the  role  of  agglomeration  economies  became  increas¬ 
ingly  less  important  in  the  location  process  as  transportation  costs  became  a 
smaller  proportion  of  total  production  costs.  Hoover  (1948)  and  others  also 
emphasize  the  importance  of  transportation  costs.  Isard  (1956),  Hoover, 
and  others  emphasized  industry-specific  locational  determinants.  There  is 
an  infinite  array  of  combinations  and  permutations  of  these  theoretical 
determinants  of  industrial  location,  and  the  results  of  studies  are  directly 
related  to  the  mix  of  factors  selected  by  the  researcher  to  be  investigated. 
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In  most  of  the  industrial  location  studies,  the  provision  of  government 
services  (save  education)  is  scarcely  noted.  Researchers  speculate  that  level 
of  taxation  may  affect  the  decision  to  locate  because  it  affects  production 
costs,  but  usually  conclude  that  its  effect  is  minimal.  McMillan  (1965) 
disagrees  and  tries  to  demonstrate  the  saliency  of  taxes.  His  study  relies  on 
case  studies  of  six  firms,  all  of  which  decided  to  locate  or  expand  on  the 
basis  of  tax  rates  or  other  government-controlled  variables.  His  point  is 
interesting,  but  because  he  relies  on  a  tiny,  nonrandomly  selected  handful  of 
cases,  he  has  not  invalidated  the  findings  of  other  studies  that  relegate 
government-sponsored  activities  to  a  low  position  in  the  overall  location 
calculus.  Wasylenko  (1981)  reviews  the  impact  of  taxes  on  industrial  loca¬ 
tion  and  concludes  that  taxes  are  inconsequential  in  interregional  location, 
but  may  have  an  intraregional  effect.  Richardson’s  excellent  and  compre¬ 
hensive  review  of  the  urban  and  regional  economic  literature  (1979)  does 
not  even  include  a  discussion  of  the  urban  public  sector’s  role  in  the 
decision  of  firms  to  select  one  site  over  another. 

Many  of  these  studies  run  into  difficulty  in  disaggregating  government 
activities  from  other  variables.  For  example,  transportation  access  includes 
availability  of  highways  (a  government  activity),  railroads  (usually  a  private 
concern),  and  waterways  (a  function  of  natural-resource  endowment  and 
government  and/or  private  development).  Availability  of  materials  usually 
refers  to  natural-resource  endowments  and  proximity  to  same,  and  exploita¬ 
tion  of  these  resources,  usually  by  private  firms  or  in  the  case  of  water  by 
the  public  sector.  The  problem,  then,  is  not  that  the  literature  fails  to 
recognize  the  myriad  determinants  of  industrial  location,  but  rather  that  it 
cannot  disaggregate  the  impact  of  public  sector  activities  on  industrial 
location.  Older  cities’  inherited  capital  stock  may  indeed  be  an  advantage 
for  attracting  economic  activity,  but  it  does  not  follow  from  the  industrial 
location  studies  that  it  is  critical.  Indeed,  labor  and  land  costs,  proximity  to 
markets,  and  transportation  costs  are  more  often  cited  as  the  major  determi¬ 
nants  of  location  than  the  public  capital  stock. 

The  urban  economics  literature  likewise  tends  to  ignore  the  effects  of 
public  capital  investment  on  economic  growth  and  development.  Couched 
generally  in  marketplace  terminology,  this  body  of  literature  suggests  that 
urban  public  sectors  spend  resources  that  reflect  demand  for  public  services 
(Richardson,  1969).  As  demand  increases,  the  public  sector  must  respond 
to  it  or  face  the  possibility  of  losing  firms  and  individuals  to  competing 
regions,  cities,  or  suburbs.  This  view  is  presented  most  forcefully  by 
Charles  Tiebout  (1956).  He  argues  that  if  costs  (i.e.,  taxes)  at  one  location 
exceed  the  benefits  at  that  location  for  any  taxpayer,  then  the  taxpayer, 
which  includes  firms,  will  “vote  with  his  feet”  by  moving  to  another  area 
that  provides  a  better  package  of  services  for  an  acceptable  cost.  Cities 
adjust  the  composition  of  their  activities  because  they  strive  toward  some 
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optimum  size.  For  our  purposes,  Tiebout's  hypothesis  is  inadequate  because 
of  the  aggregation  of  the  analyses.  The  package  of  services  that  a  taxpayer 
consumes  does  include  the  infrastructure  along  with  other  publicly  pro¬ 
vided  activities.  But  this  package  also  includes  an  amount  of  education, 
streets,  police  and  fire  protection,  judicial  activities,  and  other  goods  and 
services.  If  residents  and  firms  decide  to  leave  the  area  because  of  an 
unacceptable  package  of  services,  the  extent  to  which  one  part  of  that 
package,  e.g.,  infrastructure,  has  influenced  that  decision  is  unknown. 
Therefore,  older  cities  in  possession  of  an  inherited  capital  stock  may  or 
may  not  have  any  advantage  in  competing  for  economic  activity. 

This  is  not  to  suggest  that  eoc  or  development  policies  do  not  contribute 
to  economic  growth  and  development.  However,  the  ability  of  eoc  to 
attract  industry  has  not  been  demonstrated  in  the  industrial  location  or 
urban  economics  literature.  The  argument  of  this  literature  is  that  firms 
select  sites  or  decide  to  expand  primarily  on  the  basis  of  land,  labor,  and 
capital  costs;  transportation;  natural-resource  endowment;  and  market  areas. 
Government  activities  that  already  exist  are  not  considered.  This  does  not 
mean  that  they  are  inconsequential,  but  rather  that  they  have  not  been 
shown  to  be  determinants  of  location  or  expansion. 

From  this  perspective,  the  public  sector’s  responsibility  is  to  respond  or 
react  to  investment  decisions  by  private  firms.  Providing  public  services 
(both  eoc  and  soc)  in  the  expectation  that  firms  will  locate  or  expand  is 
foolhardy  unless  there  is  good  reason  to  believe  that  firms  will  select  that 
locality  based  on  other  determinants  of  location.  On  this  basis,  many 
declining  cities  would  be  well  advised  not  to  augment  their  public  expendi¬ 
tures  with  the  expectation  that  such  outlays  will  lead  to  private  investment 
decisions.  At  a  conference  on  the  New  Jersey  Infrastructure  Bank,  a  repre¬ 
sentative  of  Jersey  City  (a  city  in  dire  fiscal  straits)  commented:  “We’re 
simply  trying  to  stay  afloat.  Decisions  are  made  independent  of  private 
investment  decisions”  (Moore  and  Beer  1984). 

This  “wait-and-see”  approach  has  certainly  not  been  adopted  by  at  least 
two  other  major  professions  that  contribute  to  the  urban  economic  develop¬ 
ment  debate,  namely,  developmental  economics  (Third  World  or  underde¬ 
veloped  regions)  and  the  planning  profession. 

Recommendations  for  public  intervention  to  stimulate  economic  develop¬ 
ment  span  the  spectrum  from  providing  few  goods  and  services  to  building 
industrial  and  commercial  complexes.  Among  the  developmental  econo¬ 
mists,  Waterston  (1966)  proposes  that  the  public  sector  promote  or  lead 
economic  development  primarily  by  providing  social  and  economic  infra¬ 
structure.  Hirschman  (1958,  1967),  Myrdal  (1957),  King  and  Barkin 
(1970),  and  others  (inter  alia,  Friedmann  1966;  Mountjoy  1966),  agree 
but  recommend  that  the  state  be  even  further  involved  by  engaging  in 
directly  productive  industrial  and  agricultural  activities.  Hirschman’s  (1958) 
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backward-  and  forward-linkage  industrial  development  approach  requires 
the  public  sector  to  identify  sectoral  and  geographic  growth  areas  and  then 
to  produce  appropriate  goods  and  services.  According  to  Hirschman,  this 
activity  in  turn  will  stimulate  private  investment  and  economic  develop¬ 
ment  in  an  orderly  manner  by  inducing  investments  in  one  of  the  linkage 
industries.  Public  investments  can  be  thought  of  as  an  indication  to  the 
private  sector  of  where  the  government  expects  economic  growth  to  occur. 
Thus,  government  stimulates  private  investment  and  economic  growth  by 
reducing  risks  for  the  private  sector. 

Urban  planners  have  much  the  same  outlook.  Given  certain  long-term 
goals,  planners  identify  the  optimal  mix  of  resources  to  attain  their  goals  of 
rational  and  orderly  development.  These  plans  indicate  to  the  private  sector 
where  they  might  receive  aid,  where  public  investment  most  likely  will  be 
made,  and  thus,  where  some  of  their  costs  and  risks  might  be  reduced. 

Both  developmental  economists  and  planners,  then,  believe  that  public- 
sector  strategies  and  activities  promote  growth  and  induce  investment. 
From  this  perspective,  the  public  sector,  by  its  actions,  can  lead  the  private 
sector  in  many  of  its  investment  decisions.  Indeed,  most  governments 
accept  the  premise  of  their  leading  role  as  the  underlying  rationale  for  the 
involvement.  Most  state  and  local  governments  utilize  a  variety  of  “Locate 
Flere!”  strategies  in  the  hope  of  attracting  private  investment.  These  strate¬ 
gies  include  low-interest  loans,  industrial  development  and  revenue  bonds, 
sale/lease-back  arrangements,  land  assemblage,  etc.  However,  as  Goodman 
(1979)  notes,  the  competitive  edge  provided  by  these  economic  develop¬ 
ment  strategies  is  often  reduced  or  eliminated  by  neighboring  states’  provis¬ 
ions  of  similar  incentives.  Thus,  the  assumption  that  properties  of  the 
public  sector’s  programs  do  induce  firms’  behavior  patterns  can  result  in 
bidding  wars.  The  most  recent  evidence  is  the  current  battle  for  the  siting  of 
General  Motors  Saturn  plant.  The  Committee  for  Economic  Development 
averred  that  “if  the  local  public  sector  is  unwilling  to  make  a  sufficient 
commitment  of  money  and  effort,  its  community  will  lose  position  to  those 
that  respond  more  energetically”  (1982,  2).  Grants,  subsidies,  loans  and 
other  programs  proffered  by  local  governments  take  on  the  characteristics 
of  incentives  to  the  private  sector  in  their  location  or  expansion  decisions. 
As  Tobin  states,  “The  private  sector  will  not  become  involved  [in  the 
redevelopment  process]  unless  enough  guaranteed  incentives,  and  subsidies, 
are  given  by  the  public  sector”  (1983,  474).  According  to  Judd  and 
Collins,  cities  are  “forced  to  pursue  economic  growth”  (1979,  183), 
which  seems  to  suggest  that  city  policies  can  attract  private  investment. 
The  public  sector,  then,  is  viewed  by  these  scholars  as  leading  private 
investment  decisions. 

But  even  though  Tobin  appears  to  believe  that  public  activities  lead 
private  investment,  he  is  explicit  in  identifying  the  power  of  public  pro- 
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grams  to  attract  private  investment  as  nothing  more  than  an  assumption  of 
his  model.  Clark  questions  this  type  of  assumption  by  asserting  that  “if 
government  spending  is  going  to  be  decreased  anyway,  it  might  be  best  to 
cut  those  programs  that  attempt  to  stimulate  the  private  sector.  Their  benefits 
are  questionable  and  largely  undemonstrated.”  (1981,  3).  And  Pagano 
raises  the  policy  implications: 

Should  the  public  sector  respond  to  private  sector  signals,  assuming  that  the  public 
sector  “lags”  private  sector  investment  decisions?  Or,  should  the  public  sector 
invest  at  higher  levels  so  that  increased  supply  induces  more  economic  activity  to 
take  advantage  of  the  [subsidized]  slack,  assuming  that  the  public  sector  “leads” 
private  sector  investment?  (1982,  132). 

These  authors  do  not  question  that  certain  public  programs  are  necessary  to 
the  process  of  economic  development.  However,  they  point  out  that  the 
literature  has  not  adequately  determined  whether  public  activities  labeled 
“developmental”  actually  precede  or  follow  private  investment. 

The  crucial  importance  of  the  answer  to  the  leading/lagging  question 
should  be  apparent.  If  it  can  be  demonstrated  empirically  that  public  pro¬ 
grams  lag  private  investment,  then  declines  in  developmental  or  eoc  out¬ 
lays  should  not  have  a  major  impact  on  the  development  potential  of  an 
urban  area. 

eoc  as  Stimulative  of  Economic  Development  Even  if  it  can  be  deter¬ 
mined  that  the  provision  of  public  programs  precedes  private  investments, 
that  timing  does  not  necessarily  mean  that  the  private  sector  was  induced  to 
invest.  For  example,  let’s  assume  that  the  public  sector  leads  private 
investment.  On  the  basis  of  this  finding,  a  growing  city  should  increase  its 
package  of  eoc  activities.  However,  that  action  should  not  be  misconstrued 
as  necessarily  confirming  the  theory  that  it  has  stimulated  private  invest¬ 
ments.  Private  investments  may  have  been  forthcoming  anyway.  If  so,  the 
timing  of  public-sector  activities  coincidentally  preceded  private  invest¬ 
ment,  but  they  did  not  induce  the  private  sector  response.  Furthermore, 
although  the  curtailment  or  cutback  of  public  investments  might  retard 
economic  growth  by  creating  “bottlenecks,”  their  provision  does  not  neces¬ 
sarily  lead  to  stimulation  (Pagano  and  Moore  1983). 

A  variable  in  the  private  sector’s  decision-making  processes  which  has 
not  been  well-studied  is  the  influence  of  public  sector  developmental 
activities.  Until  more  is  known  about  the  effects  of  public  actions  on 
investment/expansion  decisions,  assumptions  will  still  be  relied  on. 
However,  there  are  some  instances  where  the  possibility  of  a  stimulative 
impact  has  been  enhanced  by  program  requirements.  For  example,  the 
Urban  Development  Action  Grant  (udag)  program  requires  a  “but  for” 
clause  in  the  agreement  before  federal  funds  are  released.  The  but  for 
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clause  states  that  without  federal  ldag  funds,  the  recipient  would  not  be 
able  to  proceed  w  ith  the  project;  or  "but  for"  ldag.  the  project  would  not 
be  feasible.  Under  these  circumstances,  it  seems  clear  that  a  public-sector 
action  does  stimulate  private  investment.  However,  little  evidence  exists  to 
substantiate  that  the  but  for  clause  has  been  effective.  Webman's  study  of 
ldag  calls  for  more  research  to  determine  whether  "the  udag  program 
makes  a  difference  in  investors'  decisions  about  where  to  locate  new  or 
expanded  enterprises"  (1981.  201 -a).  And  few  other  programs  require 
anvthing  like  a  but  for  clause. 

Thus,  the  question  is  whether  public  activities  actually  induce  private 
investment  just  because  thev  precede  private  investment  temporally.  Even  a 
programmatic  requirement  such  as  the  but  for  clause  still  may  not  induce 
private  investment,  although  its  curtailment  may  disrupt  current  economic 
activity  e.g..  bridge  closings).  Thus,  all  we  can  say  for  certain  is  that  the 
ability  of  developmental  policies  to  attract  investment  has  not  been  estab¬ 
lished  sufficiently  to  recommend  appropriate  actions  for  municipalities. 

Making  a  Difference  Most  scholars  and  public  officials  assume  that  pub¬ 
lic  programs  do  make  a  difference  to  private  investments.  Downtown  rede¬ 
velopment  efforts,  often  instigated  by  elected  officials  and  funded  at  least 
in  pan  from  public  resources,  have  made  central  business  districts  more 
attractive  to  shoppers  and  shopkeepers  alike,  udags  and  more  recently 
CD3GS  are  credited  w  ith  leveraging  hundreds  of  millions  of  private  invest¬ 
ment  dollars.  Incentive  packages  lure  firms  and  businesses.  At  least,  those 
are  some  of  the  conclusions  of  case  studies  ( Webman  1981 :  Freiser  1982; 
Fosler  and  Berger  1982).  From  a  common-sense  perspective,  subsidies 
and  other  forms  of  direct  and  indirect  aid  ought  to  be  appealing  to  a 
prospective  firm.  From  an  analytical  perspective,  it  may  not  suffice.  Few 
success  stories  have  a  control  group  so  that  the  true  effects  of  public 
programs  can  be  scientificallv  compared.  Newly  renovated  downtown  areas 
might  have  become  lucrative  to  private  developers  if  they  were  to  have 
deteriorated  to  a  point  that  the  cost  of  renovation  and  land  building  pur¬ 
chases  would  have  been  competitive  with  alternative  arrangements.  Down¬ 
town  redevelopment  efforts  might  have  been  realized  (eventually)  without 
the  active  participation  of  citv  governments. 

The  response  by  many  is  “Of  course  not!"  Without  downtown  redevelop¬ 
ment  and  convention  center  construction,  consumers  would  have  gone 
elsewhere,  tourists  would  not  have  come,  businesses  would  not  have 
invested.  We  re  not  so  sure.  It  might  be  that  public  involvement  has  acceler¬ 
ated  urban  redevelopment,  but  the  important  question  is  whether  such 
redevelopment  would  have  occurred  without  it.  Success  stories  might  have 
been  successes  w  ithout  public  intervention.  The  fact  that  some  activity  and 
employment  take  place  because  of  these  projects  does  not  provide  a  ratio- 


Competing  City  Needs  /  103 


nale  for  authorizing  the  activity  in  the  first  place.  The  question  we  pose  is 
not  a  “was-it-worth-it?”  question  from  a  benefit/cost,  fiscal  impact,  or 
public  finance  perspective.  Instead  we  ask  whether  activities  of  a  develop¬ 
mental  or  eoc  nature  actually  bring  about  private  investment. 


New  Directions 

In  light  of  the  questions  and  assumptions  we  have  raised  above,  the 
expenditure  data  on  eoc  and  soc  activities  should  be  reexamined.  Let’s 
assume  that  public  investments  do  precede  private  investments.  Under  such 
an  assumption,  shifting  city  priorities  away  from  developmental  or  eoc 
activities  as  evidenced  in  the  era  prior  to  the  mid-1970s  (figures  4.1 
through  4.10)  should  be  counterproductive  to  the  cities’  developmental 
capacity. 

On  the  other  hand,  if  we  assume  that  public  investment  is  preceded  by 
private  investment,  then  declining  public  investment  would  not  be  viewed 
as  antidevelopmental.  Under  this  assumption,  one  would  argue  that  cities 
have  not  been  sufficiently  spurred  or  induced  by  the  private  sector  to  invest, 
or  that  cities  have  had  insufficient  private  investment  or  pressure  to  justify 
public  investment.  Alternatively,  one  might  argue  that  pressure  was  exerted 
to  increase  soc  outlays  in  order  to  quell  riots  and  social  unrest,  or,  as 
O’Connor  (1973)  suggests,  for  legitimation  purposes.  The  cities  in  our 
sample,  therefore,  reacted  rationally  to  their  economic  environments  by 
responding  to  weak  or  nonexistent  signals,  and  spent  less  for  developmen¬ 
tal  purposes.  Thus,  based  on  this  operating  assumption,  alarm  about  the 
deteriorating  infrastructure  in  the  U.S.  is  misplaced.  Infrastructure  invest¬ 
ment  (a  component  of  developmental  activities)  has  simply  not  been  per¬ 
ceived  as  necessary  by  city  officials  who  are  looking  for  private  sector 
signals.  Once  those  signals  appear,  investment  and  repair  will  be  forthcoming. 

It  certainly  seems  to  be  true  that  the  potential  infrastructure  problem  was 
recognized  by  city  officials  much  earlier  than  1981  with  the  original  publi¬ 
cation  of  America  in  Ruins  (Choate  and  Walter  1981)  and  other  tracts  on 
the  decaying  infrastructure.  Cities  had  already  chosen  to  increase  expendi¬ 
tures  for  developmental  functions  by  the  mid-1970s.  Within  the  context  of 
this  study,  we  cannot  be  certain  whether  this  renewed  interest  in  develop¬ 
mental  activities  was  based  on  a  reaction  to  private  demands  or  in  anticipa¬ 
tion  of  such  demands.  However,  based  on  conversations  with  city  officials, 
we  are  convinced  that  they  were  keenly  aware  of  the  trend  away  from 
infrastructural  activities  during  the  previous  fifteen  or  twenty  years;  and 
that  this  awareness  translated  into  greater  relative  expenditures  for  develop¬ 
mental  functions  in  the  mid-1970s. 

Thus,  the  mid-1970s  signalled  the  beginning  of  a  fundamental  shift  in 
cities’  priorities  and  assumptions  about  economic  growth  and  development. 
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Prior  to  that  time,  most  of  the  cities  in  the  study  favored  social  or  soc 
activities.  Whether  they  consciously  subscribed  to  a  lagging  sector  theory 
of  growth,  we  are  not  sure.  Nor  are  we  sure  whether  they  had  been  greatly 
concerned  about  their  developmental  role.  Indeed,  many  cities  have  a 
parochial,  “beggar-thy-neighbor”  definition  of  what  constitutes  develop¬ 
ment.  They  view  the  attraction  of  industry  or  firm  as  developmental,  even  if 
the  firm  relocates  from  an  adjacent  suburb  and  provides  no  additional 
employment  to  the  region.  Nevertheless,  since  the  mid-1970s  city  officials 
have  accepted  (at  least  implicitly)  the  leading-sector  theory;  that  is,  if 
sufficient  public  investment  and  developmental  activity  are  provided,  then 
private  investment  will  soon  follow. 

We  would  argue  that  cities  are  now  proceeding  as  if  they  do  indeed  lead 
economic  growth,  a  decision  that  is  manifest  not  only  in  the  recent  eoc 
expenditure  gains  relative  to  soc  outlays,  but  also  in  pronouncements  of 
public  officials.  A  supervisor  of  an  Iowa  County  stated  it  bluntly  in  an 
interview:  "We're  not  going  to  get  economic  development  when  you  rob 
the  infrastructure  of  funds.  You  won't  see  economic  development  in 
Blackhawk  County,  Iowa  if  I  can't  run  a  sewer  line  out  to  the  new  industrial 
site.”  Or,  according  to  the  Speaker  of  the  New  York  State  Assembly: 
“Public  spending  for  roads,  bridges,  and  mass  transit  may  be  even  more 
useful  than  new  tax  cuts  in  attracting  business  to  New  York  State.”  Other 
officials  tend  to  agree. 

This  apparent  relative  shift  toward  developmental  programs  in  the  past 
five  to  ten  years  at  the  municipal  level  has  profound  implications.  Besides 
the  question  we  raised  earlier  about  whether  this  shift  is  warranted  from  a 
theoretical  perspective,  a  major  question  about  the  role  of  cities  in  the 
intergovernmental  system  arises.  For  although  cities'  behavior  may  not  be 
affected  significantly  by  the  receipt  of  federal  capital  grants,  cities’  total 
spending  certainly  is  affected  by  federal  participation.  If  federal  programs 
were  designed  on  the  basis  of  assumptions  that  are  no  longer  held  by  local 
officials  nor  reflected  in  their  developmental  programs,  the  partners  of  the 
intergovernmental  system  may  be  working  at  odds  with  one  another.  The 
result  may  be  deleterious  to  development  of  our  cities.  Indeed,  the  national 
urban  policies  of  the  Carter  and  Reagan  administrations  may  have  had  little 
if  any  positive  impact  on  the  developmental  capabilities  of  cities — except 
possibly  for  the  udag  program,  which  might  be  an  important  exception, 
but  which  is  also  minor,  compared  to  all  expenditures  on  federal  develop¬ 
mental  activities.  The  following  chapter  explores  urban  policies  with  an 
emphasis  on  the  cities’  changing  priorities  and  assumptions  about  urban 
economic  development. 


5.  National  Urban  Policies 

Exacerbating  the  Infrastructure  Problem 


Recognition  of  the  deteriorating  quality  and  consequent  low  productivity  of 
America’s  infrastructure  comes,  unfortunately,  at  a  time  when  several  forces 
are  working  against  the  resolution  of  the  problem.  First,  fiscal  pressure  at 
all  levels  of  government  has  led  to  crisis  management  of  the  infrastructure. 
Second,  although  federal  involvement  tends  not  to  alter  city  budgetary 
behavior,  the  antimaintenance  bias  in  existing  programs  has  not  encour¬ 
aged  cities  to  meet  their  repair  needs.  This  negative  federal  influence  is 
exacerbated  because  cities  have  built  and  must  maintain  infrastructure 
systems  larger  than  they  would  have  built  without  federal  subsidies.  Third, 
fiscal  pressures  have  forced  local  governments  to  decide  between  the  com¬ 
peting  needs  of  social  programs  and  developmental  programs.  One  encour¬ 
aging  sign  for  the  infrastructure  is  that  there  has  been  a  subtle,  but 
consistent,  change  in  the  perception  of  many  local  officials  as  to  the  proper 
developmental  role  that  cities  and  urban  governments  should  perform,  and 
a  recognition  of  the  economic  consequences  of  poorly  upgraded  or  main¬ 
tained  infrastructure.  Cities  increasingly  have  played  an  active  role  in 
pursuing:  (a)  policies  oriented  toward  providing  fiscal  escape  valves  for 
overburdened  tax  bases;  and  (b)  policies  oriented  toward  capturing  and 
promoting  economic  development.  Finally,  there  has  been  a  philosophical 
shift  in  the  federal  government’s  perception  of  what  its  role  ought  to  be  in 
the  intergovernmental  system.  Government,  it  would  seem,  can  play  an 
active  leading-sector  role  in  economic  development,  and  the  provision  of 
infrastructure  is  part  of  that  role.  It  is  somewhat  ironic  that  this  apparent 
new  local  public  awareness  comes  at  a  time  when  the  federal  government 
and  federal  policy  are  in  a  period  of  contraction.  Thus,  different  percep¬ 
tions  of  the  role  of  the  public  sector  in  economic  development  lead  federal 
and  local  governments  in  different  directions. 

This  chapter  will  explore  the  realignment  of  federal  responsibilities, 
particularly  during  the  past  several  years.  A  principal  focus  will  be  on 
exploring  the  Carter  and  Reagan  responses  to  localized  developmental 
needs  with  regard  to  infrastructure.  In  this  context,  our  concern  is  the 
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degree  to  which  the  recent  orientation  of  federal  policy  has  been  attuned  to 
the  setting  of  local  priorities.  We  then  examine  how  localities  have  devel¬ 
oped  options  both  for  meeting  fiscal  demands  and,  more  important,  for 
attracting  and  promoting  private  economic  development.  Given  the  current 
climate  of  federal  policy,  what  choices  are  available  to  localities  in  the 
pursuit  of  their  developmental  goals?  We  review  several  options  for  cities 
on  the  assumption  that  if  government  can  play  a  leading-sector  role,  then 
investment  in  the  physical  plant,  or  economic  overhead  capital  (eoc),  as  we 
have  defined  it,  makes  sense.  Finally,  we  address  the  question  of  what  an 
appropriate  intergovernmental  partnership  should  be,  and  argue  that  the 
current  trend  in  federalism  may  be  inappropriate.  One  of  the  key  issues  in 
the  bifurcation  of  federal  and  local  developmental  goals  is  an  argument 
about  the  merit  of  public-works  investment.  Some  think  that  public  works 
are  nothing  more  than  “makework  activity,”  the  result  of  “pork  barrel 
politics.”  In  this  view,  the  value  of  public-works  investment  is  solely  the 
immediate  employment  consequences.  If  it  is  true  that  government  does  not 
lead  private  investment  and  economic  development,  the  argument  against 
pork  barrel  has  some  merit.  However,  we  will  argue  that  the  utility  of 
public  capital  investment  is  more  than  politics  as  usual,  that  there  is  produc¬ 
tivity  to  such  investment,  that  the  need  for  a  sound  economic  base  involves 
such  investment,  and  that  the  public  sector  can  pursue  developmental  goals 
in  a  planned  fashion. 


Changes  in  Federal  Grants-in-aid 

Total  federal  aid  to  states  and  localities  for  fiscal  year  (fy)  1982 
amounted  to  approximately  $88  billion,  a  dramatic  decline  in  absolute 
terms  from  the  fy  1981  total  of  almost  $95  billion.  That  decline  of  more 
than  7  percent  can  be  represented  in  several  ways.  As  a  proportion  of  total 
domestic  spending  by  the  federal  government,  federal  grants-in-aid  declined 
to  one-sixth,  the  lowest  proportion  since  1965.  As  a  proportion  of  total 
state  and  local  expenditures,  federal  grants-in-aid  declined  to  22  percent, 
the  lowest  level  in  a  decade.  As  a  proportion  of  the  gross  national  product 
(gnp),  federal  grants-in-aid  fell  to  less  than  3  percent,  again  the  lowest  level 
in  a  decade  (table  5.1). 

However,  the  1982  declines  were  not  the  beginning  of  a  new  trend.  In 
fact,  since  1978,  federal  grants  have  declined  in  relation  to  all  three  mea¬ 
sures  noted  above:  in  relation  to  total  federal  expenditures,  in  relation  to 
state  and  local  expenditures,  and  as  a  proportion  of  gnp.  As  one  study 
notes: 

During  the  last  half  century,  the  federal  government’s  role  in  the  American  intergov¬ 
ernmental  system  almost  continuously  expanded,  through  social  programs,  fiscal 
transfers,  and  mandated  standards  for  state  and  local  performance.  This  participa- 
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Table  5. 1  Historical  trend  of  federal  grant-in-aid  outlays 
(fiscal  years;  dollar  amounts  in  millions). 


Federal  grants  as  a  percentage  of 


Total 

grants-in- 

Budget  outlays 

State  and 
local  ex- 

Gross 

national 

aid 

Total 

Domestic1 

penditures2 

product 

Five-year 

intervals: 

1950 

$  2,253 

5.3% 

8.8% 

10.4% 

0.9% 

1955 

3,207 

4.7 

12.1 

10.1 

0.8 

1960 

7,020 

7.6 

15.9 

14.7 

1.4 

1965 

10,904 

9.2 

16.5 

15.3 

1.7 

1970 

24,014 

12.3 

21.3 

19.2 

2.3 

1975 

49,834 

15.4 

21.5 

23.0 

3.3 

Annually: 

1976 

59,093 

16.2 

21.9 

24.2 

3.5 

1977 

68,414 

17.1 

22.9 

25.9 

3.7 

1978 

77,889 

17.4 

23.1 

26.8 

3.7 

1979 

82,858 

16.9 

22.5 

26.3 

3.5 

1980 

91,472 

15.9 

21.2 

26.2 

3.6 

1981 

94,762 

14.4 

19.5 

25.0 

3.1 

1982 

88,194 

12.1 

16.6 

22.1 

2.9 

1 .  Excludes  outlays  for  the  national  defense  and  international  affairs  functions. 

2.  As  defined  in  the  national  income  and  product  accounts. 

Source:  U.S.  President,  Office  of  Management  and  Budget  1984,  Special  Analysis  H. 


tion  peaked  in  1978,  when  federal  grants  and  revenue  sharing  comprised  almost  27 
percent  of  all  state  and  local  government  expenditures.  .  .  . 

Although  the  federal  role  continued  to  expand  during  the  early  1970s,  the  advent 
of  revenue  sharing  and  block  grants  set  up  an  undertow  that  promises  to  become  the 
dominant  current  in  intergovernmental  finance.  By  the  end  of  the  decade,  as  federal 
fiscal  problems  worsened  with  inflation,  federal  aid  was  decreasing  (National 
Research  Council  1981,  54-55). 

During  the  Carter  administration,  and  more  precipitously  during  the 
Reagan  administration,  the  nature  of  the  federal-state-local  partnership 
changed  greatly  as  a  consequence  of  the  philosophies  and  actions  of  the 
New  Federalism  (of  the  Nixon  years),  the  New  Partnership  (of  the  Carter 
years),  and  the  new.  New  Federalism  of  the  Reagan  years.  As  the  National 
Research  Council  study  notes:  “One  of  the  major  objectives  of  the  realign¬ 
ment  of  responsibility  in  the  federal  system  is  to  transfer  discretion  over 
how  resources  are  used  to  those  officials  who  are  directly  responsible  to  the 
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Table  5.2  Composition  of  grant-in-aid  outlays 
(fiscal  years;  dollar  amounts  in  millions). 


Composition  of  grants-in-aid 


Total 

grants-in-aid 

A 

Grants  for 
payments  for 
individuals 

B 

Grants  for 
capital 
investments1 

C 

Other 

D 

Five-year 

intervals: 

1950 

2,253 

1,257 

484 

512 

1955 

3,207 

1,623 

820 

764 

1960 

7,020 

2,479 

3,321 

1,220 

1965 

10,904 

3,931 

4,985 

1,988 

1970 

24,014 

9,023 

7,053 

7,938 

1975 

49,834 

17,441 

10,867 

21,526 

Annually: 

1976 

59,093 

21,023 

13,475 

24,595 

1977 

68,414 

23,860 

16,109 

28,445 

1978 

77,889 

25.981 

18,316 

33,592 

1979 

82,858 

28,765 

20,043 

34,050 

1980 

91.472 

34,174 

22.464 

34,834 

1981 

94.762 

39.934 

22,132 

32.696 

1982 

88.194 

40,744 

20,480 

26,970 

political  communities  in  which  the  expenditures  occur”  (1981,  61).  It  is 
not  clear,  however,  that  the  politics  of  devolution  has  led  to  appropriate 
transfers  in  financial  resources,  management  capabilities,  or  altered  federal 
requirements.  Without  such  transfers,  the  developmental  capabilities  of 
urban  governments  may  be  short-circuited. 

Although  the  decline  (in  constant-dollar  terms)  in  total  federal  aid  to 
states  and  localities  has  been  dramatic  over  the  past  five  years,  federal  aid 
for  public  capital  investments  presents  a  more  mixed  picture.  As  we  noted 
in  chapter  3,  federal  grants-in-aid  (in  current  dollars)  specifically  for  capi¬ 
tal  purposes  grew  constantly  from  i960  through  the  early  1970s.  As 
George  Peterson  notes:  “Since  the  mid-1970s,  federal  capital  assistance 
has  been  the  principal  engine  of  whatever  growth  (in  nominal  terms)  there 
has  been  in  state  and  local  capital  spending”  (1984,  12).  Table  5.2  demon¬ 
strates  the  trend  throughout  the  period.  Federal  capital  assistance  (column 
C)  grew  from  $3.3  billion  in  i960  to  almost  $  1 1  billion  in  1975'  ar)d 
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share  of  State  &  local  capital  expenditures  financed  by 

Grants-in-aid  Own-source  revenues 

E  F 

Column  C/A 
G 

8.4% 

91.6% 

21.5% 

8.3 

91.7 

25.6 

23.9 

76.1 

47.3 

24.8 

75.2 

45.7 

24.6 

75.4 

29.4 

25.8 

74.2 

21.8 

31.1 

68.9 

22.8 

41.1 

58.9 

23.5 

41.1 

58.9 

23.5 

40.0 

60.0 

24.2 

39.6 

60.4 

24.6 

39.0 

61.0 

23.4 

37.9 

62.1 

23.2 

Excludes  a  small  capital  grant  that  is  included  as  a  payment  for  individuals, 
tree:  U.S.  President,  Office  of  Management  and  Budget  1984,  Special  Analysis  H. 


remained  a  relatively  constant  share  of  state  and  local  capital  spending  at 
approximately  one-fourth  of  the  total.  However,  it  should  also  be  noted  that 
construction  grants  as  a  share  of  total  grants  to  states  and  localities  fell 
from  approximately  47  percent  in  i960  to  less  than  25  percent  in  the 
mid-1970s  (column  G).  This  changing  proportion  does  not  so  much  reflect 
a  change  in  commitment  to  capital  assistance,  as  it  does  the  sheer  growth  of 
federal  social  programs. 

From  1976,  federal  capital  assistance  marginally  increased  its  share  of 
total  grants-in-aid,  but  total  federal  grants-in-aid  in  constant-dollar  terms 
began  to  decline.  These  trends  in  federal  capital  grants  are  presented  in 
table  5.3  in  current  dollars,  in  constant  dollars,  and  as  a  percentage  of  gnp. 
Again,  the  meaning  of  this  changing  proportion  is  at  first  deceptive.  At  first 
glance,  one  might  argue  that  this  increasing  relative  share  of  federal  capital 
assistance  is  indicative  of  renewed  commitment  to  economic  development 
programs.  However,  we  suggest  that  this  really  is  more  indicative  of  the 
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Table  5.3  Federal  grants  for  state  and  local  capital  investment. 


Purpose 

1955 

1960 

1965 

1970 

1975 

1980 

1981 

1982 

(in  billions  of  current  dollars) 

Transportation: 

Highways 

Urban  mass  transit 

0.6 

2.9 

4.0 

4.3 

4.6 

9.0 

8.8 

7.7 

and  airports 

* 

0.1 

0.1 

0.2 

1.0 

2.6 

3.1 

2.9 

Community  and  regional 
development 

* 

0.1 

0.6 

1.6 

2.5 

5.8 

5.6 

5.2 

Natural  resources  and 

environment 

* 

* 

0.2 

0.4 

3.8 

4.9 

4.5 

4.1 

All  other 

0.2 

0.1 

0.2 

0.6 

0.5 

0.2 

0.2 

0.3 

Total  grants  for  physical 
capital  investment 

0.8 

3.2 

5.1 

7.1 

12.4 

22.5 

22.2 

20.2 

(in  billions  of  constant  1972  dollars) 

Transportation 

Community  development 

1.0 

4.6 

6.0 

5.2 

4.0 

5.5 

5.3 

4.6 

and  housing 

Natural  resources  and 

0.1 

0.2 

0.9 

1.9 

1.8 

2.7 

2.5 

2.2 

environment 

* 

0.1 

0.2 

0.4 

1.7 

2.3 

2.0 

1.8 

All  other 

0.3 

0.2 

0.2 

0.6 

0.4 

0.1 

0.1 

0.1 

Total 

1.4 

5.2 

7.3 

8.1 

7.9 

10.6 

9.8 

8.7 

(as  a  percentage  of  gnp) 

Transportation 

Community  and  regional 

0.16 

0.60 

0.62 

0.47 

0.37 

0.45 

0.41 

0.35 

development 

Natural  resources  and 

0.01 

0.02 

0.09 

0.17 

0.17 

0.22 

0.19 

0.17 

environment 

0.01 

0.02 

0.02 

0.04 

0.15 

0.19 

0.16 

0.13 

All  other 

0.04 

0.03 

0.02 

0.06 

0.04 

0.01 

0.01 

0.01 

Total 

0.22 

0.67 

0.76 

0.73 

0.73 

0.87 

0.77 

0.66 

Source:  U.S.  President.  Office  of  Management  and  Budget  1984,  Special  Analysis  H. 


fiscal  impacts  of  an  emergent  federal  philosophy  that  had  begun  earlier  but 
found  fruition  by  1976.  It  does  not  mark  a  resurgence  of  interest  in  capital 
programs;  it  is  the  beginning  of  devolution  and  contraction  generally.  By 
1978,  federal  capital  assistance  had  peaked  at  more  than  41  percent  of  all 
state  and  local  capital  spending  and  has  since  declined  as  a  share  of  state 
and  local  capital  spending  (column  E  of  table  5.2).  This  presents  a  problem 
because  states  and  localities  had  become  dependent  on  the  federal  govern¬ 
ment  not  just  in  terms  of  total  expenditures,  but  specifically  for  the 
fulfillment  of  a  large  portion  of  their  role  in  capital  formation. 
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Let’s  review  briefly  the  major  observations  above:  (i)  Federal  grants  for 
capital  spending  increased  steadily  from  1960-1975,  but  only  as  a 
reflection  of  the  general  increase  in  federal  aid;  as  a  proportion  of  federal 
grants-in-aid,  capital  grants  remained  relatively  stable  during  that  period; 
(2)  There  has  been  no  appreciable  change  in  the  amount  of  constant-dollar 
capital  grants  in  the  post-1975  period;  (3)  As  a  share  of  state  and  local 
capital  spending,  however,  federal  capital  spending  has  increased,  peaking 
in  1978,  and  declining  since. 

The  picture  grows  more  gloomy.  Since  1978,  federal  capital  spending 
has  declined  only  slightly  as  a  proportion  of  state  and  local  capital  spending, 
and  between  fiscal  years  1980  and  1982,  the  value  of  federal  capital  grants 
has  dropped  even  in  nominal  terms  (U.S.  President,  Office  of  Management 
and  Budget  1984,  Special  Analyses  D  and  H). 

The  federal  government  has  become  the  dominant  partner  in  the  process 
of  local  capital  formation  in  terms  of  the  sheer  magnitude  of  its  contribu¬ 
tion  to  capital  formation.  Yet  the  role  that  the  federal  government  has  played 
as  a  partner  in  state  and  local  economic  development  (as  measured  in  terms 
of  grant  assistance)  has  followed  a  rather  unpredictable  course.  A  report  by 
Morgan  Guaranty  Trust  puts  it  well: 

Poor  performance  of  public  investment  during  the  past  decade  also  reflects  swings 
in  federal  grants-in-aid — opening  the  spigot,  turning  it  off,  then  opening  it 
again.  .  .  .  The  resulting  yo-yo  pattern  in  federal  grants  .  .  .  has  disrupted  capital 
spending  in  countless  communities  (July  1982,  13). 

These  swings  were  evident  in  Nixon’s  impounding  of  funds  for  sewer  and 
highway  construction,  the  growth  of  grs  after  1973,  congressional  pas¬ 
sage  of  local  public  works  programs  in  1976,  and  later  cutbacks  in  local 
public  works  programs. 

One  clear  example  of  this  schizophrenic  approach  to  federal  intervention 
is  the  matching  portion  required  by  many  federal  programs.  For  example, 
prior  to  1965,  federal  regulation  of  and  investment  in  state  and  local  water 
and  water  pollution  control  was  virtually  nonexistent.  From  1965  to  1968, 
the  federal  match  was  33  percent;  states  and  localities  were  required  to 
raise  the  additional  67  percent.  For  local  governments  this  usually  meant 
the  issuance  of  general  obligation  or  revenue  tax-exempt  bonds.  From 
1968  to  1972,  the  federal  match  was  55  percent,  thus  lowering  substan¬ 
tially  the  local  financial  match.  However,  federally  imposed  standards  were 
initiated  during  this  period.  Because  of  these  standards,  even  though  the 
local  match  was  lower,  total  investment  needs  were  larger.  The  1972 
Federal  Water  Pollution  Control  Act  Amendments  created  a  75  percent 
match,  but  with  the  added  match  came  added  standards.  The  total  invest¬ 
ment  needs  rose  again,  leading  to  long-term  financial  commitments  by 
states  and  localities  as  new  bonds  were  issued  to  meet  new  standards  on 
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projects  and  to  meet  entire  new  system  requirements.  And  in  1981,  the 
federal  government’s  contribution  to  water  and  water-pollution  control  fund¬ 
ing  shifted  again.  In  the  words  of  one  official  in  New  Jersey’s  Department 
of  Environmental  Protection,  “the  bucks  came  to  a  screeching  halt,”  with 
the  Reagan  administration’s  rescinding  of  large  amounts  of  funding  intended 
for  water-pollution  control,1  the  lowering  of  the  federal  match  (back  to  55 
percent)  for  fy  1985  and  beyond,  and  the  congressional  stipulation  that 
grants  be  applied  only  to  current  population  needs. 

State  governments  have  responded  to  this  erratic  federal  behavior  equally 
erratically.  As  a  result,  localities  have  been  faced  with  two  unpredictable 
partners  in  a  three-way  relationship.  As  federal  grants  increased,  state-level 
grants  have  often  decreased  in  percentage  terms.  In  New  Jersey,  for 
example,  state  participation  in  water-pollution  control  declined  from  a  25 
percent  gi^nt  match  in  the  late  1960s  to  15  percent  (through  1976),  to  an 
8  percent  loan  to  localities  for  the  near  future.  As  a  result,  the  local  match 
requirement  has  shifted  from  20  percent  to  10  percent  to  17  percent  to  a 
current  37  percent,  with  a  possible  increase  to  45  percent  in  the  future. 
George  Peterson  reinforces  the  image  of  the  erratic  partnership  in  a  discus¬ 
sion  of  Local  Public  Works  programs:  “The  experience  with  special  public 
works  programs  has  been  even  more  volatile.  The  obviously  temporary 
nature  of  these  100  percent  federally  funded  programs  caused  state  and 
local  governments  to  postpone  or  cancel  their  own  capital  spending  in 
anticipation  of  the  receipt  of  federal  dollars.  One  study  concludes  that  the 
net  effect  of  federal  public  works  grants  was  to  depress  state  and  local 
capital  spending  and  to  cause  the  postponement  of  as  much  as  $22  billion 
in  capital  expenditures  .  .  .  ,  although  this  estimate  seems  implausibly 
high”  (1984.  1 18). 


Shifts  in  the  Federal  Role 

We  turn  now  to  an  evaluation  of  recent  events  with  regard  to  federal 
participation  in  local  capital  financing  during  the  years  of  the  Carter  and 
Reagan  administrations.  Our  purpose  in  this  section  is  not  to  provide  a 
comprehensive  description  and  analysis  of  intergovernmental  relations  dur¬ 
ing  the  period.  That  analysis  is  well  beyond  the  scope  of  this  study.  Rather, 
we  seek  to  expand  the  argument  of  the  previous  chapter  and  ask  the 
question:  to  what  degree  has  federal  policy  in  recent  years  reflected  what 
appears  to  have  been  a  shift  in  local  perceptions  of  the  developmental  role 
of  cities? 

The  1 970s  brought  a  dramatic  growth  in  the  amount  of  federal  financing 
of  state  and  local  capital  expenditures.  In  addition,  a  number  of  important 
shifts  occurred  in  the  programmatic  and  functional  purposes  of  federal 
capital  grants.  Until  the  1970s,  the  major  federal  capital  programs  financed 
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the  federal  highway  system.  As  a  result  of  expansion  in  the  Federal- Aid 
Urban  Systems  (faus)  program  and  the  Interstate  Highway  System,  cities 
benefited  both  directly  and  indirectly.  Of  course,  the  impact  on  cities  in 
terms  of  other  effects — such  as  facilitating  bypass  of  urban  areas,  allowing 
for  suburban  manufacturing  and  transport  facilities,  or  making  possible 
central  city  flight — was  not  always  positive.  During  the  1970s,  several 
programmatic  shifts  occurred.  First,  new  purposes  for  federal  capital  grants 
were  identified,  particularly  in  the  areas  of  wastewater  treatment  and  aid  for 
public-transit  systems.  Second,  in  some  programs  (highways,  bridge  sys¬ 
tems)  there  was  a  shift  of  some  funding  from  new  construction  to  repair  and 
rehabilitation.2  In  a  broader  sense,  there  was  a  philosophical  shift  in  the 
perception  of  the  role  of  the  federal  government  in  capital  financing.  This 
shift  was  most  clearly  manifest  in  an  increased  discretionary  role  for  states 
and  localities  in  the  use  of  federal  funds,  and  in  the  increased  targeting  of 
federal  aid  to  cities  with  fiscal  constraints  or  large  needy  populations. 

Carter  and  the  Federal! Local  Partnership  On  27  March  1978,  President 
Carter  offered  Congress  and  the  nation  his  “proposals  for  a  comprehensive 
national  urban  policy.”  Six  months  later,  the  Department  of  Housing  and 
Urban  Development  issued  the  first  National  Urban  Policy  Report  (U.S. 
President  1978). 3  This  document,  together  with  several  previous  mono¬ 
graphs  prepared  by  the  President’s  Urban  and  Regional  Policy  Group, 
provides  a  clear  indication  of  what  still  is  probably  the  most  comprehensive 
statement  of  national  urban  policy  in  the  United  States  to  date.4 

Essentially,  four  principal  emphases  emerge  from  these  documents,  and 
most  particularly  from  the  Report.  These  four  emphases  can  be  identified  in 
the  nine  discrete  “Urban  Policy  Objectives”  in  the  Report.  (1)  Three  of 
these  objectives  —  improving  local  management  capacity,  encouraging  state 
participation  in  assisting  urban  areas,  and  stimulating  local  investment 
— are  directed  toward  restructuring  of  the  decision-making  process  of  and 
participation  in  urban  policy  formation  (i.e.,  the  acclaimed  New  Partner¬ 
ship).  (2)  Three  objectives — providing  employment  opportunities,  access, 
and  social  services  for  the  urban  disadvantaged — focus  on  targeting  pro¬ 
grams  for  the  urban  poor.  (3)  One  objective — improving  the  physical  and 
cultural  environment — extends  the  quality-of-life  emphasis  of  recent  years. 
(4)  The  final  two  objectives — fiscal  relief  for  distressed  cities,  and  incen¬ 
tives  for  urban  private  investment — respond  to  issues  of  urban  economic 
development  and  fiscal  strain. 

In  many  ways,  the  Carter  urban  program  continued  the  gradual  disen¬ 
gagement  of  the  federal  government  from  urban  problems  that  had  begun 
under  the  Nixon  administration.  Nixon’s  New  Federalism  was  replaced  by 
Carter’s  New  Partnership,  but  the  perception  of  an  altered  public  role  for 
the  federal  government  continued.  Perhaps  the  principal  manifestation  of 
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this  subtle  shift  in  the  perception  of  how  best  to  resolve  America’s  urban 
needs  came  in  the  form  of  several  new  programs  of  the  1970s,  continued  or 
begun  under  Carter,  including  General  Revenue  Sharing  (grs),  the  Commu¬ 
nity  Development  Block  Grant  (cdbg)  program.  Urban  Mass  Transit 
Administration  (umta)  grants,  and  the  Urban  Development  Action  Grant 
(udag)  program,  as  means  by  which  federal  assistance  to  localities  would 
be  managed.  But,  as  Bahl  has  noted,  “federal  policy  toward  the  state  and 
local  government  sector  during  the  decade  was  ambiguous,  often  contra¬ 
dictory,  and  generally  ill-conceived”  (1981, 8).  We  would  argue  that  Bahl's 
statement  particularly  applies  to  those  portions  of  these  and  other  programs 
that  focus  on  the  financing  of  state  and  local  infrastructure  and  economic 
development.  Several  principal  elements  of  these  programs  are  worth 
highlighting. 

In  the  adoption  of  the  udag  program  in  1977,  and  in  modifications  to 
the  cdbg  program,  one  sees  a  noticeable  attempt  by  the  federal  government 
to  provide  economic  stimulus  to  localities.  In  the  case  of  the  udag  program, 
the  intent  was  to  stimulate  employment  and  increase  tax  revenues  in  dis¬ 
tressed  areas  principally  through  the  stimulation  of  private  investment  and 
privatized  economic  activity  (Webman  1981).  Clarke  and  Rich  note  that 
the  udag  program  contains  an  “explicit  statement  that  the  public  sector 
cannot  and  should  not  attempt  urban  economic  development  and  revitaliza¬ 
tion  without  significant  private  sector  involvement”  (1982,  4).  Similarly, 
the  cdbg  program  suggests  a  shift  in  the  federal/local  partnership,  particu¬ 
larly  in  the  1977  amendments  to  the  Housing  and  Community  Develop¬ 
ment  Act.  Michael  Reagan  and  John  Sanzone  note  that,  with  regard  to  the 
targeting  component  of  the  1977  amendments:  “The  tightening  of  the 
formula  for  improving  the  targeting  of  cdbg  funds  and  hud's  more  asser¬ 
tive  role  are  counter-balances  made  necessary  by  a  critical  flaw  in  the 
philosophy  of  the  New  Federalism:  the  assumption  that  decentralization 
will  lead  to  the  achievement  of  national  goals  without  strong  federal 
supervision”  (1981,  144).  We  would  go  one  step  farther.  The  altered 
federal  role  in  supervision  suggests  a  change  in  the  willingness  of  the 
federal  government  to  involve  itself  in  local  activities. 

The  1977  amendments  to  the  cdbg  program  introduce  greater  flexibility 
for  private-sector  involvement,  and  have  the  effect  of  "reducing  the  burden 
of  performance  monitoring  on  the  part  of  the  federal  government  and  shift¬ 
ing  the  burden  to  the  recipient  jurisdictions”  (Reagan  and  Sanzone  1981, 
146).  This  shift  is  not  only  a  statement  of  “hands  off”  with  regard  to  local 
discretion;  it  hints  at  a  broader  hands  off  with  regard  to  local  economic 
development  generally.  The  hint  becomes  a  formal  shout  in  the  report  from 
the  President’s  Commission  for  a  National  Agenda  for  the  Eighties,  which, 
in  a  concluding  section  entitled  "Redefining  the  Federal  Role  in  Urban 
Policy,”  states  in  bold  print:  "The  federal  government  can  best  assure  the 
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well-being  of  the  nation's  people  and  the  vitality  of  communities  in  which 
they  live  by  striving  to  create  and  maintain  a  vibrant  national  economy 
characterized  by  an  attractive  investment  climate  that  is  conducive  to  high 
rates  of  economic  productivity  and  growth  and  defined  by  low  rates  of 
inflation,  unemployment,  and  dependency”  (1980,  101).  Thus,  the  empha¬ 
sis  on  local  economic  development  becomes,  at  best,  a  corollary  to  national 
economic  development.  And  the  report  goes  further,  again  in  bold  print  for 
emphasis:  “Federal  urban  policy  efforts  should  not  necessarily  be  used  to 
discourage  the  deconcentration  and  dispersal  of  industry  and  households 
from  central  urban  locations”  (1980,  104).  The  federal  policy  has  not  only 
lost  an  urban/local  focus;  it  clearly  suggests  no  need  to  pursue  local/urban 
development  at  all!  And  finally:  “A  people-to-jobs  strategy  should  be  crafted 
with  priority  over,  but  in  concert  with,  the  jobs-to-people  strategy  that 
serves  as  a  major  theme  in  current  federal  urban  policy”  (1980,  106). 
Here  we  see  the  full  extent  of  the  new  federal/local  partnership.  Issues  of 
targeting,  job  creation,  and  economic  stimulus  increasingly  are  phrased  in 
terms  of  non-federal  involvement. 

The  subtle  shift  in  the  ideology  of  federal/local  relations  in  the  Carter 
years  is  also  reflected  in  the  general  objectives  of  federal  programs.  In 

1977,  the  administration  introduced  three  economic  stimulus  grant  pro¬ 
grams  to  reduce  unemployment  and  promote  economic  recovery:  (1)  from 
1977  to  1980  the  federal  government  expended  $600  million,  $3.1  billion, 
$1.7  billion  and  $0.4  billion  in  local  public  works  (lpw);  (2)  in  the  same 
years,  $2.3  billion,  $4.8  billion,  $3.3  billion,  and  $1.8  billion  were 
expended  in  temporary  employment  assistance  (ceta);  (3)  in  1977,  $1.7 
billion  were  expended  on  antirecessionary  fiscal  assistance  (arfa),  and  in 

1978,  $1.3  billion.  Although  the  economic  recovery  or  stimulus  package 
of  these  years  was  an  obvious  boon  to  state  and  local  governments,  pump¬ 
ing  as  much  as  $9.2  billion  to  state  and  local  governments  in  1978,  the 
programs  had  another  clear  objective.  As  Reischauer  notes:  “Not  only  did 
the  federal  government  assist  state  and  local  governments  in  performing 
nonfederal  functions,  but  it  also  used  these  governments  as  contractors  to 
fulfill  federal  objectives  such  as  stabilizing  the  economy”  (1981,  22-23). 

Finally,  the  shift  in  federal  perception  is  evident  in  the  Carter  years  in  the 
continuation  of  the  grs  program,  which  from  1972  to  1980  provided 
states  and  localities  with  more  than  $6  billion  per  year.  The  spread  effects 
of  these  general  purpose  grants  implies  a  shift  in  the  allocation  of  responsi¬ 
bility  for  decision  making  not  only  for  economic  development,  but  more 
generally.  The  grs  allocation  forces  local  governments  to  assume  greater 
responsibility  for  decisions  with  regard  to  social  programs.  Ironically,  the 
use  of  both  grs  and  cdbg  funds  by  local  governments  in  recent  years 
suggest  their  increasing  awareness  of  the  need  to  promote  economic  devel¬ 
opment  locally:  larger  and  larger  shares  of  both  programs  have  been  reported 
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to  have  been  used  for  infrastructural  purposes  (Reagan  and  Sanzone  1981; 
Nathan,  Adams,  and  Associates  1977).  Thus,  although  the  federal  govern¬ 
ment  increasingly  has  abrogated  its  responsibility  for  promoting  local  eco¬ 
nomic  development,  local  governments  have  increased  their  responsibility 
in  recent  years.  Not  only  does  the  debate  focus  on  what  the  public  role  is, 
but  also  on  who  should  perform  it.  Again,  the  President’s  Commission  is 
instructive:  “The  federal  role  in  urban  policy  should  allow  for  the  sorting 
out  of  roles  and  responsibilities  among  levels  of  government  and  between 
the  public  and  private  sectors”  (1980,  108). 

Reagan  and  the  Abrogation  of  Federal  Responsibility’  If  the  hint  of  this 
abrogation  can  be  seen  in  Carter’s  policies,  a  clear  statement  of  abrogation 
is  explicit  in  Reagan’s  policies.  The  recent  changes  in  the  role  of  the  federal 
government  in  state  and  local  capital  financing  augur  poorly  for  the  present 
and  future,  particularly  for  fiscally  stressed  cities.  The  shifts  that  have 
occurred  can  be  seen  generally  in  two  ways:  ( 1 )  reductions  of  federal  aid  to 
states  and  localities  suggest  an  objective  of  limiting  the  federal  role  to 
financing  only  those  capital  facilities  with  truly  national  impact,  while 
encouraging  states  and  localities  to  finance  the  rest;  (2)  federal  actions  in 
fiscal  policy  have  limited  the  capacity  of  local  governments  to  finance 
capital  investments.  We  explore  each  of  these  shifts  briefly. 

Impacts  of  Changes  in  Capital  Grants.  Total  federal  grants-in-aid  to 
states  and  localities  declined  by  $6.6  billion  between  fy  1981  and  fy  1982, 
the  first  year  of  the  Reagan  administration.  Although  reductions  in  grants  for 
capital  purposes  were  not  as  large  as  originally  proposed,  the  significance 
of  cuts  are  being  and  will  be  felt  in  many  ways.  In  a  study  of  reductions  in 
domestic  federal  spending,  Ellwood  (1982)  notes  that  there  are  major 
differences  between  Congressional  Budget  Office  (cbo)  current  policy  base¬ 
line  estimates  for  unchanged  federal  policies  and  actual  1982  budget 
authority.  In  those  grant  programs  that  affect  capital  expenditures.  Ellwood 's 
findings  can  be  summarized  as  follows:  (1)  Increases  in  budget  authority 
from  cbo  baseline  estimates  occurred  in  only  two  areas  of  relevance: 
federal  aid  to  highways  increased  by  5  percent  to  $8.3  billion;  wastewater 
treatment  grants  increased  by  50  percent  to  $2.4  billion.3  (2)  Declines  in 
budget  authority  occurred  in  all  other  capital  grant  programs:  highway 
safety  grants  for  operating  and  capital  purposes  declined  by  137  percent, 
possible  only  because  of  rescissions  in  prior-year  contract  authority  and 
dramatic  declines  in  current-year  authority;  cdbg  grants  for  operating  and 
capital  purposes  declined  by  13  percent;  eda  grants  declined  by  66  percent; 
umta  grants  were  cut  31  percent;  udag  budget  authority  was  cut  by  34 
percent;  and  housing  assistance  grants  for  capital  and  operating  purposes 
were  cut  by  43  percent. 

These  various  cuts  had  impacts  both  for  state  and  local  governments 
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(Nathan,  Doolittle  and  Associates  1983,  55-56).  From  the  perspective  of 
state  governments  the  principal  impacts  were  not  profound.  These  were:  a 
decrease  in  cdbg  funding  with,  however,  an  increase  in  the  small-city 
portion  and  cuts  for  larger  jurisdictions;  an  increase  in  highway  funds  with 
a  significant  increase  to  follow  because  of  the  five  cent  per  gallon  increase 
in  the  federal  gasoline  tax;  relatively  large  cuts  in  energy  conservation,  land 
and  water  conservation  (small  programs),  and  in  eda  grants,  although  in 
the  last  case  the  impacts  will  not  be  felt  immediately.  Although  changes  in 
federal  grants  did  not  have  immediate  profound  effects  on  state  govern¬ 
ments,  as  Nathan,  Doolittle,  and  Associates  note,  “despite  the  relative 
stability  of  funding  of  federal  capital  grants  compared  to  operating  and 
entitlement  grants,  changes  (or  even  the  prospects  of  change)  in  these 
programs  were  very  important  at  the  state  level  in  1982.  There  was  consid¬ 
erable  apprehension  that  future  cuts  in  capital  grants  to  states  would  occur 
as  the  Reagan  administration  continued  its  efforts  to  reduce  the  federal 
deficit”  (1983,  56). 

The  impacts  of  changes  in  budget  authority  for  federal  capital  grant 
programs  were  more  profound  for  cities.  It  is  true  that  for  smaller  jurisdic¬ 
tions,  where  dependence  on  federal  grants  generally  is  less  significant 
(Nathan,  Doolittle,  and  Associates  1983,  152),  changes  in  capital  pro¬ 
grams  were  not  severely  felt,  cdbg  funding  was  even  increased,  although 
the  increase  may  be  completely  offset  by  the  potential  impact  of  large  cuts 
in  eda  funding.  For  larger  jurisdictions,  however,  the  1982  cuts  had  more 
negative  consequences.  First,  uncertainty  based  on  initial  Reagan  attempts 
to  cut  more  deeply  into  these  programs,  public  perceptions  of  the  scale  of 
the  cuts,  delays  in  appropriations,  city  fears  of  possible  rescissions  during 
the  year,  and  the  perennial  uncertainty  surrounding  discretionary  grants 
that  vary  annually  made  cities  reluctant  to  commit  new  resources  (Nathan, 
Doolittle,  and  Associates  1983,  112).  In  the  wastewater  treatment  pro¬ 
gram,  reductions  in  budget  authority  occurred,  late  appropriations  in  state 
review  of  projects  led  to  uncertainty  among  localities,  and  there  was  a 
reduction  in  the  federal  match  (for  1984).  For  umta  programs,  1982 
budget  authority  was  reduced  drastically  (31  percent,  although  the  subse¬ 
quent  raising  of  the  gasoline  tax  aided  in  capital  improvements  in  1983 
or  1984). 

However,  the  most  significant  impacts  for  larger  jurisdictions  came  in  the 
form  of  cuts  in  both  udag  and  eda  grants,  and  a  reduction  in  the  entitle¬ 
ment  portion  of  the  cdbg  program,  which  provides  funds  for  larger 
jurisdictions.  In  each  of  these  programs,  federal  funds  to  promote  local 
economic  development  were  cut,  at  a  time  when  localities  were  seeking  to 
expand  their  developmental  activities.  In  response  to  these  cuts,  the  search 
for  creative  alternatives  to  achieve  local  economic  development  and  to 
finance  capital  improvements  has  been  increasingly  seen. 


1 1 8  /  Cities  and  Fiscal  Choices 


Fiscal  Policy  and  Local  Capital  Formation .  The  impact  of  the  philosoph¬ 
ical  shift  in  the  Reagan  administration  is  not  only  felt  specifically  in  federal 
grants  policy,  but  also  more  generally  in  domestic  fiscal  and  monetary  policy. 
President  Reagan  has  consistently  insisted  on  the  need  for  stimulation  of 
investment  in  the  private  sector.  Much  has  been  written  about  the  Reagan 
administration’s  emphasis  on  supply-side  economics  through  programs 
aimed  at  rapid  depreciation  allowances,  liberalized  investment  tax  credits, 
enterprise  zones,  reduced  federal  intervention,  and  so  on.  Supply-side 
economics,  in  a  broad  sense,  refers  to  an  approach  to  economic  growth  that 
emphasizes  capital  investment,  technical  knowledge,  and  entrepreneurial 
activity.  In  addition  to  the  qualitative  dimension  of  unleashing  entrepreneur¬ 
ial  spirit  and  behavior,  the  key  to  the  Reagan  administration’s  approach  is 
investment  in  both  human  and  capital  resources:  more  efficient  equipment 
and  a  more  skilled  labor  pool  will  raise  the  marginal  productivity  of  labor 
and  lead  to  higher  levels  of  economic  growth.  This  perspective,  together 
with  fiscal  conservatism,  comprise  the  fundamental  building  blocks  of 
President  Reagan’s  long-term  economic  recovery  program. 

The  debate  over  whether  the  supply-side  perspective  has  been  operationa¬ 
lized  properly  centers  on  how  best  to  encourage  investment,  unfetter 
capitalism,  and  encourage  risk  takers.  Much  of  the  programmatic  content 
of  Reagan's  domestic  fiscal  policy  brings  into  question  whether  Washing¬ 
ton’s  principal  public  partners  —  state  and  especially  local  governments 
—  will  be  able  to  assume  the  role  being  thrust  upon  them  by  the  federal 
government  under  the  guise  of  the  new  New  Federalism.  It  is  also  question¬ 
able  whether  they  will  be  able  to  perform  their  role  in  the  capital  formation 
process.  Much  of  the  administration’s  devolution  of  power  and  effort  to 
stimulate  private  investment  is  based  on  the  assumption  that  local  govern¬ 
ments  will  take  on  the  burden  of  stimulating  local  private  capital  formation. 
Because  the  supply-side  incentives  package  of  the  Reagan  administration 
focuses  little  attention  directly  on  public  capital  infrastructural  needs,  local 
governments  are  faced  with  the  growing  problems  of  postponed  additions, 
repairs,  and  replacements  to  existing  public  capital  stock.  Thus,  faced  with 
cutbacks  in  federal  aid  generally,  specific  cuts  in  capital  grants-in-aid,  and 
an  increasing  blurring  of  federal  urban  policy  goals  as  part  of  national 
economic  recovery,  localities  find  themselves  in  the  fearful  position  of 
“going  it  alone."  Furthermore,  many  aspects  of  the  Reagan  administration's 
economic  recovery  proposals  have  affected  local  financing  negatively  due 
to  their  impact  on  debt  financing,  tax  base  reductions,  and  greater  financial 
costs  to  borrowers  who  are  forced  to  compete  to  attract  private  investors. 

Traditionally,  borrowing  in  the  tax-exempt  market  has  provided  the  major 
source  of  both  state  and  local  financing  of  capital  outlays.  The  municipal 
bond  market  has  grown  in  size  and  complexity  in  recent  decades,  espe¬ 
cially  in  the  1970s.  In  terms  of  the  size  of  the  market,  the  growth  of 
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long-term  debt  outstanding  for  states  and  localities  has  grown  from  $70.8 
billion  in  i960  to  $361.3  billion  in  1981  (Board  of  Governors,  Federal 
Reserve  1982).  In  the  last  several  years,  an  increasingly  complex  tax-exempt 
market  has  been  created,  and  radical  changes  have  occurred.  The  conse¬ 
quence  has  been  an  increase  in  revenue-raising  difficulties  for  states  and 
localities,  because  of  the  rapid  rise  of  interest  rates,  increased  competition 
for  investors  in  the  tax-exempt  market,  the  rise  of  nonmarket  altmatives  for 
potential  and  traditional  investors,  and  the  increased  risk  associated  with  a 
number  of  borrower  issues  (e.g.,  the  downgrading  of  bond  ratings).6  In 
particular,  actions  taken  at  the  federal  level  in  a  sluggish  economy  com¬ 
pounded  access  and  finance  problems  for  states  and  localities  through  early 
1982.  An  examination  of  these  changes  by  Petersen  and  Hough  points  to 
these  added  difficulties:  “These  difficulties  arose  in  large  part  from  simulta¬ 
neous  changes  in  the  federal  tax  code,  reductions  in  the  federal  budget,  and 
the  impact  of  recession  on  revenues.  To  these  changes,  which  reduced 
investor  demand  for  tax  exempts  while  making  access  to  that  market  even 
more  important,  must  be  added  the  pressures  brought  by  restrictive  monetary 
policy  and  a  continuing  growth  in  private-purpose  tax-exempt  borrowing. 
The  latter  swelled  the  supply  of  the  tax-exempt  securities  in  the  midst  of 
weak  demand  for  such  securities”  (1983,  13-14). 

Another  component  of  the  tax-exempt  market  is  the  change  in  the  compo¬ 
sition  of  investors.  Historically,  the  participation  of  household  investors  has 
declined  precipitously  (from  43.5  percent  of  total  holdings  of  state  and 
local  securities  in  i960  to  26.8  percent  in  1981),  while  commercial  banks 
and  property  and  casualty  insurance  companies  have  increased  their  share 
of  the  market  (from  36.4  percent  in  i960  to  65.9  percent  in  1981);  see 
table  5.4.  However,  demand  for  tax-exempt  bonds  by  the  institutional 
investors  “evaporated  after  1979  due  to  poor  profitability  and  the  availabil¬ 
ity  of  competing  tax  shelters”  (Petersen  and  Hough  1983,  15).  In  1981, 
households  accounted  for  more  than  50  percent  of  new  purchases;  in  1982 
(through  the  third  quarter),  the  household  sector  continued  to  absorb  more 
than  half  of  new  issuances  (Board  of  Governors,  Federal  Reserve  1982). 

This  shift,  which  began  in  1979,  has  accelerated  since  the  implementa¬ 
tion  of  several  policies  of  the  1980s.  The  clearest  examples  of  policy 
changes  from  1981  were  the  creation  of  new  individual  investment  opportu¬ 
nities  through  the  establishment  of  All-Saver  certificates,  and  the  broad¬ 
ened  scope  of  Individual  Retirement  Accounts  (iras),  at  a  time  when 
households  had  become  the  principal  lenders  in  terms  of  new  purchases  in 
the  traditional  tax-exempt  market.  These  new  alternatives  with  equal  (or 
better)  yields  and  similar  maturities  have  competed  directly  for  investor 
dollars. 

Furthermore,  the  creation  of  special  bonds  and  other  tax-exempt  borrow¬ 
ing  devices,  has  “jammed”  the  bond  market.  Although  Congress  passed 


120  /  Cities  and  Fiscal  Choices 


Table  5.4  Holders  of  state  and  local  securities  by 
major  investment  group  (billions). 

Com-  Non-  State  and 

House-  mercial  Life  Corporate  Local  Gov- 

Year  holds  Banks  Insurance  Business  emments  Other  Total 


1981 

$96.8 

$155.1 

$83.0 

$26.4 

$361.3 

(26.8%) 

(42.9%) 

(23.0%) 

(7.3%) 

(100%) 

1980 

74.2 

149.2 

81.1 

$3.5 

$6.5 

$21.6 

336.1 

(22.1) 

(44.4) 

(24.1) 

(1.0) 

(1.9) 

(6.4) 

(100) 

1979 

71.5 

135.6 

72.8 

3.7 

6.2 

19.5 

309.3 

(23.1 

(43.8) 

(23.5) 

(1.2) 

(2.0) 

(6.3) 

(100) 

1978 

68.9 

126.2 

62.9 

3.7 

7.3 

18.5 

287.5 

(24.0) 

(43.9) 

(21.9) 

(1.3) 

(2.5) 

(6.4) 

(100) 

1977 

68.6 

115.2 

49.4 

3.5 

7.9 

16.8 

261.4 

(26.2) 

(44.1) 

(18.9) 

(1.3) 

(3.0) 

(6.4) 

(100) 

1976 

70.1 

106.0 

38.7 

3.4 

7.3 

14.0 

239.5 

(29.3) 

(44.3) 

(16.2) 

(1.4) 

(3.0) 

(5.8) 

(100) 

1975 

68.1 

102.9 

33.3 

4.5 

5.0 

10.0 

223.8 

(30.4) 

(46.0) 

(14.9) 

(2.0) 

(2.2) 

(4.5) 

(100) 

1970 

46.0 

70.2 

17.0 

2.2 

2.4 

6.6 

144.4 

(31.9) 

(48.6) 

(11.8) 

(1.5) 

(1.7) 

(4.6) 

(100) 

1965 

36.4 

38.8 

11.3 

4.6 

2.2 

7.0 

100.3 

(36.3) 

(38.7) 

(1L3) 

(4.6) 

(2.2) 

(7.0) 

(100) 

1960 

30.8 

17.7 

8.1 

2.4 

2.7 

9.1 

70.8 

(43.5) 

(25.0) 

(11.4) 

(3.4) 

(3.8) 

(12.9) 

(100) 

Source:  Board  of  Governors,  Federal  Reserve  System,  Flow  of  Funds  Account, 
December  1982. 


legislation  as  early  as  1969  to  restrict  and  refine  the  issuance  of  Industrial 
Revenue  Bonds  (irbs),  state-authorized  development  agencies  now  exist 
in  forty-eight  of  the  fifty  states.  One  estimate  suggests  that  new  irb  issu¬ 
ances  have  risen  from  $1 .0  billion  in  1975  to  $10  billion  in  1981  (Vaughan 
1984,  190),  and  may  represent  as  much  as  25-50  percent  of  new  long¬ 
term  financing.  Offered  at  rates  below  taxable  bonds,  and  earning  tax-free 
income,  these  bonds  again  compete  directly  with  local-issued  general  obli¬ 
gation  bonds. 

Coupled  with  changes  in  the  bond  market  have  been  changes  in  the  tax 
code  (as  the  result  of  both  the  Economic  Recovery  Tax  Act  of  1981  and  the 
1982  Tax  Equity  and  Fiscal  Responsibility  Act).  For  individual  taxpayers 
these  actions  have  reduced  marginal  tax  rates  on  personal  income,  reduced 
the  capital  gains  rate,  and  offered  income  shelters  (iras,  All-Saver 
Certificates,  etc.),  all  of  which  mean  that  former  tax-exempt  municipal 
bond  investors  may  seek  higher-yield  taxables  (Moore  and  Pagano  1983). 


National  Urban  Policies  /  121 


Table  5.5  Levels  and  ratios  of  interest  rates,  1978-1982. 


Year/Quarter 

Bond  Buyer 

20  Bond  Index 
(Tax-Exempt) 

Moody’s  All 
Industry  Corporate 
Bonds 
(Taxable) 

Ratio  of 
Tax-Exempt 
To  Taxable 
(%) 

1978  (yr.) 

6.07% 

9.07% 

66.0% 

1979  (yr.) 

6.53 

10.12 

64.5 

1980/1 

8.56 

12.80 

66.9 

1980/11 

7.86 

12.32 

63.8 

1980/III 

8.79 

12.30 

71.5 

1980/IV 

9.61 

13.67 

70.3 

1981/1 

9.97 

14.09 

70.8 

1981/11 

10.68 

14.89 

71.7 

1 98 1  /III 

12.03 

15.65 

76.9 

1981/IV 

12.59 

15.64 

80.5 

1982/1 

12.96 

15.95 

81.3 

1982/11 

12.19 

15.55 

78.4 

1982/IH 

11.06 

15.03 

73.6 

1 982/1 V 

10.14 

13.49 

75.2 

Source:  Resources  in  Review,  Government  Finance  Research  Center,  Municipal  Finance 
Officers  Association,  as  cited  in  Petersen  and  Hough  (1983,  14). 


Similarly,  corporate  taxpayers  may  take  advantage  of  rapid  depreciation 
allowances,  capital  gains  allowances,  and  various  leasing  tax  shelter  options 
rather  than  seek  tax  shelters  through  the  tax-exempt  market  where  returns 
are  lower. 

The  result  has  been  that  local  borrowers  must  also  raise  yields:  munici¬ 
palities  in  recent  years  have  paid  as  much  as  85  percent  of  what  the 
Treasury  pays  for  long-term  money  (up  from  70  percent  in  1980);  interest 
rates  were  up  to  13  percent  as  recently  as  the  first  quarter  of  1982  (as 
compared  to  half  that  rate  in  1979);  and  municipalities  now  pay  75-80 
percent  of  the  costs  of  comparable  taxable  corporate  bonds  (see  table  5.5). 
The  fourth  quarter  of  1982  showed  strong  recovery  of  both  the  long-term 
and  short-term  markets.  However,  because  of  (1)  the  dominance  of  individ¬ 
ual  investors,  (2)  the  concern  over  the  quality  of  debt,  (3)  the  presence  of 
so  many  nonmunicipal  alternatives  in  the  long-term  market,  and  (4)  the 
continuing  impact  of  federal  policies,  it  is  not  clear  that  the  problems  of 
state  and  local  borrowers  have  truly  been  ameliorated. 

As  a  result  of  all  these  factors,  prospects  for  locally  funded  public 
capital  investment  seem  dismal.  Localities  faced  with  fiscal  problems  use 
their  scarce  debt  capabilities  for  purposes  that  may  be  considered  less  than 
ideal  public  investments  (e.g. ,  a  movement  away  from  traditional  infrastruc¬ 
ture  purposes).  They  find  themselves  less  able  to  compete  effectively  in  a 
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growing  tax-exempt  market;  forced  to  raise  interest  yields  (and  therefore 
raise  future  debt  service  burdens)  to  compete  with  taxable  corporate  bonds; 
forced  to  provide  tax  benefits  (in  the  form  of  packaged  tax  reductions  or 
private-oriented  subsidies)  that  further  limit  current  receipts;  and/or  bound 
by  legal  limitations  that  on  the  one  hand  may  prevent  raising  tax  rates  or 
total  debt,  and  on  the  other  may  tie  their  own  borrowing  or  taxing  capabili¬ 
ties  to  the  federal  government — all  of  this,  at  a  time  when  federal  commit¬ 
ment  to  capital  infrastructure  clearly  is  waning. 


City  Responses  to  Declining  Federal  Commitment 

Since  the  federal  government’s  commitment  to  assisting  cities  has  waxed 
and  waned  during  the  past  several  years,  city  officials  must  decide  whether 
to  maintain  service  levels  or  allow  them  to  decline.  To  the  extent  that 
officials  choose  to  reduce  the  impact  of  federal  cutbacks,  they  must  find 
new  revenue  sources  to  replace  federal  dollars.  Cities  proceed  in  many 
cases  in  a  “quick-fix”  fashion:  find  untapped  revenue  sources,  experiment 
with  new  and  unused  financing  techniques,  or  raise  existing  taxes.  However, 
the  quick-fix  response  is  gradually  giving  way  to  a  much  broader  guaged, 
development-oriented  approach.  First,  we  describe  traditional  tried-and- 
true  methods  of  raising  revenues.  Then,  we  address  the  new,  emerging 
issues  in  municipal  capital  financing  as  they  relate  to  economic  development. 

Fiscal  Strategies  The  tax  and  expenditure  limitation  movements  as  embod¬ 
ied  in  Proposition  13  (California),  Proposition  2  1/2  (Massachusetts),  and 
other  legal  actions,  have  coincided  with  the  decline  in  federal  commitments 
to  cities  (Matz  1981).  Finance  officers  have  been  sent  scurrying  to  find 
every  conceivable  course  of  action  that  might  replace  lost  revenues.  Some 
cities  have  taxed  what  was  previously  untaxed  and/or  raised  the  tax  rates  on 
already  taxed  activities.  Others  have  captured  some  of  the  urban  flight  or 
exurban  growth  through  consolidation  and  annexation  (Fleishman  1977). 
Others  have  employed  new  and  innovative  methods  to  reduce  fiscal  pressure 
by  experimenting  with  creative  financing  techniques  (Petersen  and  Hough 
1983).  In  essence,  all  of  these  approaches  are  intended  to  relieve  the  fiscal 
strain  felt  by  cities  so  that  they  can  maintain  their  infrastructure  investment 
programs  and  service  delivery  systems. 

Since  Proposition  13,  cities  have  become  wary  of  raising  taxes  in  general, 
and  property  taxes  specifically.  An  Advisory  Commission  on  Intergovern¬ 
mental  Relations  (acir)  and  Municipal  Finance  Officers  Association 
(mfoa)  study  reported  that  between  1957  and  1977  property  taxes  fell 
steadily  from  57.1  percent  to  42.7  percent  of  total  municipal  funding,  and 
that  in  the  four- year  period  between  1977  and  1980  they  fell  sharply  from 
42.7  percent  to  35.3  percent  (Cline  and  Shannon  1982,  23).  The  decline 
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in  the  relative  contribution  of  property  taxes  (along  with  declines  in  federal 
and  state  aid)  between  1977  and  1980  was  answered  in  part  by  modest 
increases  in  nonproperty  taxes  (e.g.,  income  taxes)  and  other  miscella¬ 
neous  revenues  (e.g.,  interest  earnings).  By  far  the  sharpest  increase  was 
registered  in  the  growth  of  importance  in  user  charges,  which  by  1980 
accounted  for  20.7  percent  of  total  municipal  revenues.  The  acir/mfoa 
survey  of  438  cities  reported  that  almost  three-quarters  of  those  cities 
raised  the  rates  on  user  charges  in  1980-81  (Cline  and  Shannon  1982). 
Indeed,  since  Proposition  13,  the  revenue-raising  device  most  resorted  to, 
and  the  one  that  has  caused  the  least  protest  by  taxpayers  and  city  officials, 
is  the  user  charge. 

It  should  be  noted  that  user  charges,  which  should  reflect  full-cost  pric¬ 
ing  of  a  delivered  good  or  service,  need  not  automatically  respond  to 
changes  in  cost.  Several  city  officials  explained  to  us  that  the  reason  for 
inadequate  maintenance  of  facilities  supported  by  user-charges  (e.g.,  water 
systems)  was  the  political  inability  to  raise  user-charge  fees  to  appropriate 
levels.  In  response  to  this  problem,  an  Urban  Institute  report  recommended 
that  Baltimore  establish  a  sewer  and  water  authority  that  would  be  insulated 
from  the  political  control  of  city  council  or  other  partisan  bodies  (Humphrey, 
et  al.  1980).  This  was  also  the  rationale  for  Boston’s  creation  of  an  autono¬ 
mous  sewer  and  water  authority.  To  the  extent  that  a  user  charge  is  per¬ 
ceived  as  a  relatively  painless  revenue-raising  device  that  charges  consum¬ 
ers  only  for  what  they  consume — thereby  making  it  appear  fair  or  equitable, 
it  will  continue  to  enjoy  a  favored  status  in  city  finance  offices.  However, 
should  it  one  day  be  viewed  by  more  city  officials  as  regressive  (i.e.,  by 
excluding  the  poor  through  their  inability  to  pay),  its  popularity  as  a 
revenue-raising  device  for  increasing  numbers  of  activities  (e.g.,  parks) 
may  wane.  Currently,  as  the  acir/mfoa  survey  indicates,  the  perception  of 
user  charges  as  a  regressive  revenue-gathering  method  is  held  by  a  minority 
of  municipalities  (approximately  15  percent  of  the  respondents).  For  the 
immediate  future,  at  least,  user  charges  appear  to  be  a  mechanism  to 
generate  adequate  revenues  for  a  variety  of  activities.  This  is  particularly 
important  because  of  the  constriction  of  other  traditional  revenue-raising 
devices.  Given  the  current  popularity  of  tax  and  expenditure  limitations, 
property  taxes  (as  well  as  other  forms  of  taxes)  can  not  be  viewed  as 
reliable  revenue  sources.  Furthermore,  political  feasibility  is  not  the  only 
consideration.  Many  have  argued  that  increasing  taxes  drives  out  middle- 
income  residents,  which  has  a  negative  impact  on  the  city’s  fiscal  picture. 

Annexation  retains  and  expands  the  tax  base  by  resolving  both  the  prob¬ 
lem  of  middle-income  residents  voting  with  their  feet  and  the  need  for  an 
expanded  tax  base.  Cities  that  have  pursued  vigorous  annexation  policies 
have  been  aided,  in  the  short  run,  on  several  fronts.  Federal  capital  grant 
programs  aimed  at  new  construction  are  ideally  suited  for  this  growth- 
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oriented  strategem.  In  addition,  in  some  areas  land  developers  in  unincorpo¬ 
rated  sectors  construct  the  infrastructure  and  pass  on  these  costs  to  the 
homeowner.  This  is  particularly  true  in  Texas,  where  the  granting  of  extra¬ 
territorial  jurisdiction  (etj)  powers  has  allowed  cities  to  control  contiguous 
unincorporated  areas  (Fleischman  1977).  Thus,  through  traditional  forms 
of  annexation  as  well  as  variants  such  as  Texas’  etj  or  the  metropolitaniza- 
tion  of  services,  the  city  gains  a  larger  revenue  base  and  keeps  new  capital 
construction  costs  to  a  minimum  and  tax  rates  low. 

Ironically,  the  use  of  annexation  as  a  fiscal  tool  is  limited  to  a  rather 
exclusive  club  of  primarily  fiscally  solvent  cities,  most  notably  to  the  South 
and  Southwest.  Key  examples  would  include  most  large  Texas  cities,  San 
Diego,  Phoenix,  and  Oklahoma  City  (Harrigan  1980,  2).  This  is  not  an 
option  readily  available  to  older,  fiscally  stressed  cities  that  find  themselves 
boxed  in  by  the  historical  development  of  autonomous  suburban  jurisdictions. 

However,  the  annexation  strategy  so  actively  pursued  by  a  number  of 
Sunbelt  cities  is  already  showing  signs  of  wear.  Although  obvious  short-run 
advantages  have  resulted,  the  longer-run  fiscal  implications  are  not  as 
healthy.  Massive  fringe  infrastructural  development  (as  has  occurred  in 
Dallas)  implies  tremendous  increases  in  maintenance  costs  for  the  future. 
Unless  there  are  dramatic  changes  in  the  nature  of  federal  grant  programs, 
these  costs  will  have  to  be  absorbed  locally  and  will  lead  to  increasing 
reluctance  to  encourage  new  capital  construction.  Furthermore,  although 
the  strategy  has  been  useful  in  keeping  taxes  low,  public  services  have  been 
spread  very  thin  in  many  locales  that  have  used  the  annexation  option 
liberally. 

The  anticipation  of  these  future  difficulties  has  caused  some  alarm  in 
communities  that  have  annexed  great  parcels  of  territory.  The  mayor  of 
Houston.  James  McConn,  had  barely  been  inaugurated  in  January  of  1980 
when  he  served  notice  that  Houston’s  favorite  device  for  maintaining  its 
strong  tax  base  —  annexation  and  the  expansion  of  the  etj  —  would  not 
flourish  under  his  administration.  Similar  notice  was  served  by  his  succes¬ 
sor,  Kathy  Whitmire,  who  ran  for  office  on  a  platform  of  efficiency, 
austerity,  and  limited  growth. 

The  argument  for  metropolitanization  of  services  rests  on  the  logic  of 
increased  jurisdictional  size  to  achieve  economies  of  scale  and  to  mitigate 
the  perceived  negative  effects  of  the  balkanization  of  jurisdictions.  Metro¬ 
politanization  has  been  acclaimed  due  to  the  need  for  areawide  coordina¬ 
tion  of  service  delivery  systems,  the  need  for  equalizing  geographical  distri¬ 
bution  of  burden  to  consumers,  and  the  need  for  central-city  relief  (see, 
inter  alia,  Haar  et  al.  1972;  Helfand  1976). 

Although  touted  as  an  efficient  governmental  device  that  will  likely 
reduce  fiscal  pressures,  the  likelihood  that  metropolitanization  strategies 
will  be  adopted  is  low.  Political  pressure  and  perceived  disadvantages  of 
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merging  with  a  central  city  (especially  older,  fiscally  stressed  cities)  on  the 
part  of  non-central  city  residents  (whose  electoral  support  is  necessary 
before  services  can  be  metropolitanized)  augur  poorly  for  the  success  of  the 
strategy. 

Increasingly,  cities  have  turned  to  private  takeover  of  public  facilities  and 
to  innovations  and  gimmickry.  These  innovations,  or  creative  financing 
techniques,  are  defined  by  Petersen  and  Hough  as  “those  that  differ  from 
the  traditional  means  of  raising  capital  through  the  sale  of  standard  debt 
instruments  in  the  tax-exempt  security  market”  (1983,  2).  These  new 
relationships  are  manifest  in  one  of  the  following  ways:  (1)  shifting  the 
interest-rate  risk  from  investor  to  borrower;  (2)  enhancing  the  creditworthi¬ 
ness  of  borrowers  by  shifting  credit-related  risk  to  third  partners;  (3)  increas¬ 
ing  the  type  of  returns  available  to  investors  beyond  those  available  from  the 
regular  receipt  of  interest  income  payments;  and  (4)  designing  instruments 
so  that  they  appeal  to  the  specialized  needs  and  requirements  of  certain 
investor  groups  (Petersen  and  Hough  1983,  2).  From  the  city’s  perspective, 
these  financing  techniques  reduce  costs,  thereby  alleviating  a  revenue¬ 
generating  constraint.  This  allows  public  facilities  to  be  maintained  at 
historical  levels,  even  though  cities  have  less  money  to  work  with. 

It  is  certainly  true  that  if  service  levels  are  not  to  be  reduced  as  a  result  of 
cutbacks  in  federal  programs,  a  smaller  tax  base,  or  other  factors  contribut¬ 
ing  to  fiscal  pressure,  then  new  means  of  raising  revenue  need  to  be 
found  and  implemented.  Creative  financing  as  well  as  user  charges  and 
consolidation/annexation  strategies  address  cities’  fiscal  dilemmas  first  and 
foremost.  They  do  little  to  promote  economic  development,  except  to  the 
extent  that  a  fiscally  sound  city  may  be  more  conducive  to  business  location 
and  expansion  decisions  than  a  city  in  fiscal  chaos.  Recently,  however, 
cities  have  begun  to  shift  their  fiscal  emphasis  from  generating  revenue  to 
stimulating  economic  development.  Cities  that  view  their  role  as  leading 
and  enticing  growth  think  that  the  stimulation  of  development  may  conduce 
benefits  in  terms  of  greater  employment  opportunities,  more  investment, 
and  ultimately  increased  city  revenues. 

Economic  Development  Strategies  The  buzzword  around  the  nation  today 
is  “rebuilding  America,  a  call  for  development.”  Public  programs,  it  is 
said,  should  be  oriented  toward  providing  a  healthy  and  vibrant  economy. 
Cities  should  pursue  capital  investment  strategies  as  part  of  an  overall 
capital  formation  process.  Some  cities  attempt  to  reduce  the  private  costs  of 
doing  business  at  a  particular  location.  Others  form  a  partnership  with  the 
private  sector.  Each  of  these  strategies  attempts  primarily  to  improve  the 
economic  development  prospects  of  the  city,  and  only  secondarily  (at  best) 
to  address  social  needs.  As  one  mayor  in  a  precipitously  declining  city  told 
us,  he  didn’t  see  that  he  had  the  luxury  of  worrying  about  the  poor  in  the 
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city.  Without  economic  development,  nobody  would  benefit.  His  immedi¬ 
ate  and  specific  concern  is  with  economic  development;  his  hope  is  that 
fiscal  and  social  problems  will  be  ameliorated  if  the  economic  health  of  the 
city  is  improved  first. 

The  role  of  the  public  sector  in  the  capital-formation  process  was  dis¬ 
cussed  earlier.  Cities  are  beginning  to  understand  that  provision  and  ade¬ 
quate  maintenance  of  the  infrastructure  are  part  and  parcel  of  that  capital 
formation  process.  This  realization  represents  only  a  subtle  shift  in 
programmatic  activities,  but  a  major  philosophical  shift.  To  the  extent  that 
cities  have  responded  to  crumbling  infrastructure  in  the  past,  it  has  often 
been  in  a  manner  that  suggests  that  anything  in  disrepair  needs  to  be 
repaired.  This  approach  tends  to  ignore  a  possibly  more  important  question: 
does  the  performance  of  the  capital  facility  impede  or  facilitate  local  devel¬ 
opment  prospects?  In  other  words,  can  some  facilities  be  allowed  to  deterio¬ 
rate  with  little  impact  on  the  developmental  capabilities  of  the  city  or  are 
they  vital  to  the  city's  development  potential?  This  triage  approach  to 
decision  making,  although  not  articulated  as  such  by  public  officials,  may 
in  fact  be  pursued  as  a  result  of  the  heightened  awareness  of  the  importance 
of  infrastructure.  For  if  a  deteriorating  facility  demonstrates  no  potential, 
why  should  one  expect  it  to  be  repaired? 

In  this  vein,  the  concept  of  financing  options  takes  on  a  different 
meaning.  Tax  and  user-charge  increases — to  the  extent  that  they  help 
improve  the  performance  of  infrastructure  in  its  capital-formation  role 
—  might  be  viewed  as  developmental  strategies.  If  cities  view  their  capital 
formation  responsibilities  as  vital  to  augmenting  their  economic  bases  and, 
more  important,  as  leading  private-sector  investment,  then  infrastructural 
projects  should  be  financed  to  spur  economic  development,  even  though  the 
fiscal  benefits  of  such  actions  may  not  be  forthcoming  immediately. 

Reducing  the  costs  of  doing  business  might  also  be  a  developmental 
strategy  that  cities  should  consider.  The  employment  and  income-generat¬ 
ing  effects  of  subsidies,  loans,  tax  abatements,  and  other  programs  that 
reduce  business  costs — that  is,  publicly  provided  developmental  programs, 
will  eventually  benefit  the  fiscal  position  of  the  city,  but  only  because 
they  stimulate  development.  As  one  finance  officer  told  us,  the  property 
tax  abatement  offered  to  a  major  employer  would  stimulate  economic 
development  in  his  city  and  eventually  generate  additional  property  tax 
revenues.  The  emphasis  is  on  the  temporal  ordering  of  the  program:  first, 
stimulate  economic  development,  then  reap  the  fiscal  harvest.  That  order 
is  the  opposite  to  that  pursued  by  fiscal  officers  who  look  for  fiscal  release 
valves  first,  then  worry  about  what  impact  those  actions  might  have  on 
migration  and  economic  development.  Although  we  argued  earlier  that 
the  strategy  of  subsidizing  firms  has  become  so  widespread  that  it  is 
almost  impossible  to  keep  a  competitive  edge,  such  a  strategy  certainly 
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is  developmentally,  rather  than  fiscally,  oriented. 

An  explicit  concern  of  local  governments  has  been  what  is  currently 
referred  to  as  the  public/private  partnership  or  as  joint  programs  designed 
to  stimulate  economic  development.  Public/private  partnership  can  be 
viewed  as  an  extension  of  the  public-sector-as-provider-of-subsidies  strategy, 
except  that  it  implies  a  much  more  active  role  for  the  public  sector.  Loans 
and  subsidies  are  only  inducements.  Public/private  partnership  requires  the 
public  sector  to  behave  as  an  active  partner  through  joint  ventures  aimed  at 
developing  the  city.  For  example,  joint  ventures,  such  as  those  offered 
under  udag,  require  public  and  private  commitments  to  each  other  and  to 
the  development  project  in  question.  Although  udag  is  federally  financed, 
many  projects  require  local  governments  to  improve,  upgrade,  or  construct 
capital  facilities  (e.g.,  parking  lots,  pedestrian  access,  public  lighting)  in 
order  for  the  udag  project  to  proceed.  The  express  purpose  of  udags  is  to 
promote  economic  development  for  the  long-run  economic  stability  of  the 
locality  which  will  benefit  the  city’s  tax  capacity. 

Inherent  in  any  strategy  designed  to  augment  the  economic  development 
capacity  of  cities  is  the  possiblity  that  outlays  for  economic  development 
may  not  reap  the  anticipated  benefits.  In  other  words,  there  are  risks  associ¬ 
ated  with  city  investments  in  economic  development  programs.  If  indus¬ 
tries  are  attracted  or  expand,  if  economic  development  results,  if  the  public 
programs  lead  to  private-sector  activity,  then  the  risk  was  worthwhile,  and 
the  debts  accrued  to  pay  for  the  public  program  will  be  addressed  favorably. 
That  form  of  risk  is  quite  different  from  the  risk  associated  with  fiscal 
strategies.  The  risk  of  assuming  fiscal  strategies  is  that  people  and  firms 
will  be  driven  out  by  increasing  the  tax  burden,  that  insufficient  revenues 
will  be  generated  even  by  creative  financing,  and  that  the  tax  base  expan¬ 
sion  associated  with  consolidation/annexation  strategies  will  be  inadequate. 

The  qualitative  difference  between  these  two  forms  of  risk  should  not  be 
understated.  They  reflect  different  orientations  to  the  resolution  of  urban 
problems  that  have  resulted  in  part  from  the  tax  expenditure  and  limitation 
movement,  stagnant  economic  conditions,  and  a  major  pruning  of  the 
federal  government’s  role  in  local  capital  formation.  As  cities  respond  to 
those  conditions  on  the  assumption  that  they  lead  private  investment  and 
urban  economic  development,  they  most  likely  will  continue  the  trend 
towards  prioritizing  programs  that  they  perceive  as  stimulative  of  economic 
development  first  and  fiscal  health  second. 

Although  there  is  no  doubt  that  either  strategy  forces  cities  to  be  risk 
prone,  assuming  risk  is  by  no  means  an  attractive  option.  Due  to  uncertain 
probability  that  the  selected  strategy  will  produce  desired  results,  cities 
would  prefer  not  to  be  forced  into  selecting  a  risky  course  of  action. 
Unfortunately,  a  safe  course  of  action  is  not  readily  identifiable.  As  a  result 
of  federal  disengagement  and  threats  to  retreat  even  more  in  the  future. 


128  /  Cities  and  Fiscal  Choices 


cities  must  make  decisions,  and  those  decisions  are  inherently  risky.  The 
federal  cutbacks  and  resultant  local  strategies  are  primarily  a  result  of  what 
we  consider  to  be  a  bifurcation  in  the  perception  of  the  appropriate  role  of 
the  federal  government  by  the  federal  and  local  public  sectors. 


A  Bifurcation  of  Roles  in  Federal/Local  Relations 

We  are  presented  in  the  final  analysis  with  incongruities  in  perception 
among  the  various  levels  of  government  as  to  what  the  infrastructure  prob¬ 
lem  is,  how  severe  it  is,  and,  most  important,  whose  responsibility  it  is  to 
take  action  on  it.  The  new  New  Federalism  posits  a  distinct  role  for  the 
federal  government  today,  one  that  addresses  itself  to  the  big  questions  of 
unemployment,  productivity,  levels  of  domestic  private  investment,  etc. 
From  this  perspective,  federal  action  should  emphasize  national  solutions 
for  national  problems.  It  is  argued  that  the  externalities  and  spillovers  of 
nationally  directed  federal  programs  will  ease  local  problems  of  develop¬ 
ment.  We  have  no  argument  with  these  perceptions  of  the  big  question. 
However,  this  raises  the  question  of  whether  the  increasing  disengagement 
of  the  federal  government  from  state  and  local  problems  in  the  guise  of 
restructuring  and  reallocating  intergovernmental  responsibilities  is  simply  a 
statement  that  the  federal  government  has  no  localized  role.  More  worri¬ 
some  still  is  the  question  whether  the  emphasis  on  the  privatization  of 
development  activity  is  designed  to  supplant  the  federal  public  sector’s  role 
in  development  altogether. 

Local  governments,  confronted  with  financial  constraints  and  the  compet¬ 
ing  needs  for  economic  development  and  social  welfare,  may  be  unable  to 
assume  their  increased  responsibilities  for  decision  making  if  such  responsi¬ 
bilities  are  not  accompanied  by  commensurate  increases  in  fiscal  resources. 
As  Vaughan  notes:  “But  that  decentralization  [decision  making]  must  be 
accompanied  by  the  delegation  of  necessary  powers  and  the  commensurate 
fiscal  resources.  For  example,  the  federal  government  may  delegate  to 
states  increased  responsibility  for  major  transportation  programs.  But  that 
transfer  may  be  accompanied  by  other  policies  to  reduce  the  cost  of  bond 
financing  and  with  the  delegation  of  much  broader  powers”  (Vaughan 
1983,  174). 

In  the  new  intergovernmental  relationship,  different  levels  of  government, 
like  ships  passing  in  the  night,  seek  different  and  often  contradictory  goals. 
Michael  Reagan  and  John  Sanzone,  in  their  classic  critique  of  Nixon’s  New 
Federalism,  declared  that  the  vision  was  “simply  romantic  rhetoric,  a 
facade  behind  which  the  national  government  is  to  abrogate  its  domestic 
role,  to  reduce  its  presence  to  that  of  an  onlooker”  (Reagan  and  Sanzone 
1981,  175).  The  new  ships  of  state  (state  and  local  governments)  have 
found  themselves  foundering  in  an  empty  sea.  Those  who  would  survive 
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have  sought  the  open  sea  of  the  private  sector,  hanging  on  to  the  new 
(privatized)  lifeboats  from  on  high. 

It  would  seem  that  the  intergovernmental  system  is  on  the  verge  of 
coming  full  course  over  the  past  thirty  years,  yet  with  an  ironic  twist.  The 
major  categorical  grants  of  the  1950s  and  1960s  were  initiated  as  attempts 
to  address:  inequalities  among  jurisdictions  in  fiscal  capacity;  different 
responses  of  jurisdictions  to  the  needs  of  the  citizenry,  particularly  the 
poor;  limited  administrative  capacity  of  jurisdictions  to  pursue  national 
policy  objectives;  spillovers  or  externality  effects  that  cut  across  jurisdic¬ 
tional  lines  (Congressional  Budget  Office  1983).  Through  i960  the  bulk 
of  federal  grant  money  was  dedicated  to  two  kinds  of  programs:  income 
securities  and  transportation.  During  the  1960s  there  was  a  massive  increase 
in  federal  involvement,  in  part  because  cities  (and  states)  were  perceived  as 
unwilling  to  take  actions  to  address  “universal  problems,”  i.e.,  national 
policy  objectives  (see  table  5.6).  The  federal  perception  that  urban  prob¬ 
lems  could  have  spillover  effects  elicited  the  federal  response.  Solutions, 
particularly  for  social  problems,  required  direct  federal  intervention.  The 
federal  public  sector  was  seen  as  a  lagging-sector  participant  in  social 
welfare  and  economic  growth;  it  picked  up  the  pieces  that  had  resulted  from 
privatized  inequality  by  providing  soc,  and  picked  up  the  infrastructural 
costs  of  private  economic  choices  by  providing  eoc. 

Local  jurisdictions,  either  unable  or  unwilling  to  play  an  important  role 
in  these  activities,  were  in  many  ways  passive  recipients  of  much  of  the  new 
money  and  programs.  However,  the  radical  changes  in  the  grant  system  in 
the  1970s  stemmed  in  part  from  an  increasing  administrative  capacity  of 
subnational  jurisdictions  to  deal  with  some  problems,  an  increasing  aware¬ 
ness  on  the  part  of  subnational  jurisdictions  that  local  problems  required 
local  solutions,  and  an  increasing  awareness  at  the  federal  level  that  national 
policy  required  local  responses.  In  many  ways,  the  Urban  Growth  and  New 
Community  Development  Act  of  1970  was  a  mandate  and  a  legitimization 
of  these  realizations.  The  emphasis  on  the  need  for  a  comprehensive 
national  urban  policy  was  “a  response  to  two  decades  of  criticism  from 
academic  and  governmental  circles  that  federal  policies  had  a  tremendous 
aggregate  impact  on  metropolitan  areas”  (Stowe  1980,  146). 

More  than  a  decade  has  passed  since  the  mandate  of  the  1970  act.  The 
third  National  Urban  Policy  Report  (U.S.  President  1982)  culminates  in 
many  ways  the  efforts  to  undo  a  national  urban  policy  as  well  as  the  gradual 
but  perceptible  shift  not  only  in  the  federal  perception  of  the  proper  struc¬ 
ture  of  the  intergovernmental  system,  but  also  in  the  federal  perception  of 
what  the  infrastructure/urban/development  problem  is.  The  current  vision 
explains  the  federal  role  in  providing  local  infrastructural  needs  as  “assisting 
state  and  local  governments  to  develop  more  cost  effective  capital  invest¬ 
ment  strategies.  This  goal  will  be  accomplished,  in  part,  through  gathering 
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Table  5.6  Growth  in  Federal  outlays  for  grants, 
by  function  (in  billions  of  current  dollars). 


Program  Areas 

Infrastructure  and  Development 
Energy 

National  Resources  and  Environment 
Transportation 

Community  and  Regional  Development 
Education,  Training,  and  Social  Services 
Income  Security  and  Health 
Income  Security 
Health 

General  Purpose  Fiscal  Assistance 
Other1 

Total  Outlays  for  Grants 


information  about  innovative,  state-of-the-art  practices  and  disseminating 
the  results  to  State  and  local  government  officials.”  The  limited  thrust  of 
the  federal  role  comes  clear  in  the  continuation  of  the  above  statement: 
“Other  aspects  of  federal  aid  remain  to  be  determined”  (U.S.  President 
1982).  This  is  a  far  cry  from  envisioning  the  public  sector  as  leading 
economic  development.  Furthermore,  the  1982  Report  focuses  the  entire 
responsibility  for  infrastructure  development  squarely  on  the  backs  of  states, 
localities,  and  the  private  sector.  The  discussion  in  the  Report  expands  on 
such  themes  as:  state  and  local  roles;  local  infrastructure  preservation; 
independent  authorities;  state  bond  guarantees;  private-sector  initiatives;  spe¬ 
cial  assessment  districts;  and  state  maintenance  and  rehabilitation  incen¬ 
tives  (U.S.  President  1982,  34-37). 

Roy  Bahl,  in  testimony  prepared  for  the  Joint  Economic  Committee 
Hearings  on  the  National  Urban  Policy  Report  points  to  this  weakness  in 
the  administration  approach:  "While  much  ado  is  made  about  public- 
private  cooperation,  elimination  of  cumbersome  regulations,  and  better 
financial  and  capital  facility  planning,  it  seems  pretty  clear  that  the  Reagan 
proposals  will  further  reduce  the  amount  spent  by  state  and  local  govern¬ 
ments  on  capital  investment  and  maintenance.  .  .  .  The  President’s  state- 
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1960 

Outlays 

1970 

1980 

Percentage 
Growth  in 
Real  Terms 
1960-1980 

1982 

Outlays 

Percentage 
Change  in 
Real  Terms 
1980- 19821 

$  6 

$  25 

$  499 

2,420 

$  509 

-7 

108 

429 

5,362 

1,404 

4,871 

-17 

2,999 

4,538 

13,087 

32 

12,171 

-15 

109 

1,780 

6,486 

1,703 

5,379 

-24 

526 

6,390 

21,862 

1,101 

16,589 

-36 

2,635 

5,819 

18,495 

186 

21,930 

+  2 

214 

3,850 

15,758 

1,819 

18,839 

-3 

159 

430 

8,478 

1,441 

6,347 

-37 

264 

753 

1,445 

58 

1,559 

-9 

7,020 

24,014 

91,472 

334 

88,194 

-17 

1.  Includes  grants  for  national  defense,  agriculture,  commerce,  veterans'  programs,  administration 
of  justice,  and  general  government. 

Source:  Congressional  Budget  Office  (1983,  viii). 


ments,  while  arguing  that  public  infrastructure  investment  is  important  for 
the  country,  is  silent  on  how  to  increase  the  rate  of  such  investment” 
(1982,  84). 

Ironically,  all  of  this  restructuring  (read:  dismantling)  of  the  federal  role 
comes  at  a  time  when  cities  increasingly  recognize  and  wish  to  respond  to 
economic  developmental  needs.  The  consequences  of  this  bifurcation  of 
local  and  national  perspectives  on  the  need  for  public-sector  leading  activ¬ 
ity  in  the  area  of  economic  development  may  be  severe.  Such  consequences 
may  include  the  following:  (1)  Bottlenecks  in  the  capital-formation  process 
are  likely  to  occur  that  can  be  overcome  only  by  a  strong  public-sector 
commitment.  (2)  To  the  extent  that  infrastructure  is  part  of  the  capital- 
formation  process,  those  cities  unable  to  finance  infrastructure  for  them¬ 
selves  will  fall  further  behind.  “In  effect,  declining  areas  will  be  left  to 
their  own  devices,  with  less  federal  aid  and  more  servicing  responsibilities” 
(Bahl  1982,  85).  (3)  Awaiting  the  much-touted  long-term  benefits  of  eco¬ 
nomic  recovery  and  its  local  spillovers,  cities  may  opt  to  postpone  capital 
and  maintenance  expenditures,  leading  to  still  further  deterioration  of  these 
facilities.  (4)  Alternatively,  taxes,  fees,  and  other  revenue-generating  mech¬ 
anisms  will  rise,  which,  in  the  short  run  at  least,  may  drive  up  business 
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costs  and  drive  out  marginal  businesses  and  taxpayers.  (5)  Conflict  and 
competition  over  the  distribution  of  scarce  resources  to  finance  soc  and/or 
eoc,  now  decided  upon  and  expended  at  the  local  level,  may  be  heightened, 
and  may  even  lead  to  the  potential  for  conflict  in  the  streets. 

Throughout,  we  have  argued  that  recent  trends,  particularly  those  encour¬ 
aged  by  the  current  administration,  move  the  federal  government  in  a  direc¬ 
tion  away  from  what  we  feel  is  appropriate  for  the  needs  of  economic 
development  and  the  nation’s  infrastructure.  In  a  broader  sense,  the  Reagan 
urban  policy  is  not  an  urban  policy  at  all,  “but  rather  bespeak[s]  a  more 
general  commitment  to  a  program  of  economic  recovery  and  revitalization. 
Thus,  stability  and  predictability  in  our  monetary  policy,  easing  of  the 
burden  of  federal  mandates  on  localities  and  regulations  on  business,  a 
disciplined  budget  through  spending  cuts  as  a  precursor  to  a  balanced 
budget,  and  tax  cuts  for  businesses  and  individuals  are  believed  to  provide 
the  more  potent  remedy  for  all  matters  of  urban  distress”  (Hicks  1982, 
57)- 

Behind  this  statement  is  a  belief  that  any  impact  on  cities  is  an  externality, 
a  by-product  of  market  decisions  between  consumers  and  producers.  To  the 
degree  that  externalities  generate  positive  results  for  cities,  all  the  better. 
However,  if  externalities  do  not  prove  beneficial,  the  consequences  shall 
ultimately  be  borne  locally.  The  federal  philosophy  never  acknowledges 
what  many  localities  are  now  eager  to  suggest:  that  the  separation  of  local 
economic  development  (and  as  an  extension,  localized  impacts  of  infra¬ 
structural  development)  from  a  national  recovery  package  puts  the  cart 
before  the  horse.  The  consequences  of  such  a  reversal  may  be  felt  at  all 
levels  for  a  long  time  to  come. 

We  conclude,  then,  where  we  began.  There  is  a  need  for  a  recognition, 
even  within  the  framework  of  the  new  New  Federalism,  that  the  federal, 
state,  and  local  governments  all  have  responsibilities  for  infrastructural 
development.  Instead  of  simple  disengagement  (especially  at  the  federal 
level),  we  offer  below  some  tentative  guidelines  for  reshaping  the  intergov¬ 
ernmental  dimensions  of  a  public  sector  committed  to  leading  the  economic 
development  process. 


Capturing  a  New  Intergovernmental  Dynamism 

Throughout  this  volume,  we  have  attempted  to  weave  together  sev¬ 
eral  separate  but  interlocking  threads.  First,  we  have  attempted  to 
present  the  infrastructure  crisis  in  a  broad  theoretical  context.  We  have 
argued  that  before  this  nation  can  resolve  what  is  to  be  done  about 
the  infrastructure  problem,  we  need  to  understand  the  role  that  infra¬ 
structure  plays  in  the  economic  development  process.  The  economic 
development  function  played  by  public  capital  investments  has  to  be 
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examined  more  carefully  than  it  has  been  in  the  past. 

Second,  we  have  argued  that  although  fiscal  constraints  are  real  at  the 
local  level,  city  and  other  government  officials  do  make,  and  have  made, 
choices  among  competing  needs.  Our  attempts  to  model  these  choices  in 
the  capital  budgeting  process  suggest  a  need  to  focus  on  decisions  about 
competing  social  and  developmental  programs,  particularly  in  the  context 
of  the  intergovernmental  system.  Finally,  we  have  turned  to  a  historical 
examination  of  the  degree  to  which  the  shifting  perception  of  proper  inter¬ 
governmental  relationships  has  affected  assistance  to  cities  in  providing 
infrastructure,  and  whether  the  policies  precipitated  by  this  perception  have 
been  appropriate. 

Disengagement  of  the  federal  government  will  not  provide  a  cure  for  the 
nation’s  infrastructure  needs.  However,  regardless  of  the  role  the  federal 
government  eventually  assumes,  action  to  rebuild  America’s  infrastructure 
does  imply  new  and  expanded  roles  for  states  and  localities. 

Reagan  and  Sanzone  argue  for  a  new  era  of  federalism  that  shares  in  part 
the  dominant  philosophical  image  of  our  times.  They  recommend  a  sharing 
of  power  and  authority  between  national  and  state  governments,  “but  that 
the  states’  share  rests  upon  the  permission  and  permissiveness  of  the  national 
government”  (1981 ,  175).  We  believe  that  this  vision  of  a  new  intergovern¬ 
mental  relationship  is  an  appropriate  framework  for  thinking  about  the 
infrastructure  question.  We  would  add  to  their  framework  by  suggesting 
that  this  permissive  relationship  rests  ultimately  on  the  fact  that  the  federal 
government  cannot  abrogate  either  its  financial  or  its  leadership  role. 

A  good  rule  of  thumb  for  discerning  what  that  federal  role  should  be  is 
offered  by  Pat  Choate  and  Susan  Walter  (1981):  the  level  of  government 
mandating  a  requirement  must  be  prepared  to  pay  for  it,  and  functions  in 
the  national  interest  should  not  be  imposed  on  inappropriate  levels  of 
jurisdiction.  “To  the  extent  that  state  and  local  jurisdictions  are  used  as 
vessels  of  administrative  convenience  to  meet  a  national  need,  the  federal 
government  must  finance  the  cost  from  national  tax  revenues”  (1982,  82). 
Similarly,  to  the  extent  that  infrastructure  serves  only  a  state  or  local 
purpose,  the  same  rule  would  apply:  the  costs  of  a  facility  should  be  borne 
by  those  receiving  the  benefits.  But  there  is  a  distributional  caveat  here. 
Those  costs  should  be  tempered  by  ability  to  pay;  that  is,  fiscal  capacity 
must  be  considered. 

This  statement  suggests  a  need  for  expansion  of  state  responsibilities  in 
terms  of  increased  financial  management  capabilities  and  programming, 
and  increased  commitment  of  revenues  for  state  and  local  infrastructural 
financing.  Vaughan  (1984)  cites  one  study  by  the  National  Conference  of 
State  Legislatures  that  provides  a  set  of  possible  actions  that  states  might 
take,  ranging  from  simple  technical  assistance  to  the  creation  of  state  debt 
guarantees  and  infrastructure  banks.  We  include  these  scenarios  in  table 
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Table  5.7  Possible  actions  for  state  governments. 


Action 

Suitable  States 

Benefits 

Drawbacks 

Improve  technical 

assistance 

programs. 

All 

Facilitate  bond 
issuance  and  en¬ 
courage  responsible 
debt  management. 

Local  govern¬ 
ments  may  fear 
state  intrusion. 

Create  a  loan  pro¬ 
gram  for  water  & 
sewer  construction. 

All 

Stimulate  invest¬ 
ment  in  water  and 
sewer  facilities  and 
supplement  federal 
wastewater  pro¬ 
gram.  Provide  loans 
at  favorable  rates, 
particularly  for  dis¬ 
tressed  communities 
and  small  or  infre¬ 
quent  issuers. 

Increase  state 
general  obligation 
debt  and  thereby 
lower  state  credit 
rating. 

Create  a  municipal 
bond  bank. 

Rural  states  with 
many  small 
issuers 

Reduce  borrowing 
costs  for  small  or 
infrequent  issuers. 

Local  banks,  bond 
counselors,  and 
underwriters  may 
suffer  a  loss  in 
business. 

Earmark  state  aid 
for  debt  service. 

States  with  fis¬ 
cally  distressed 
communities 

Improve  rating  of 
bond  issues  (reduce 
interest  rate)  for 
large,  fiscally 
distressed 
communities. 

Requires  a  large, 
permanent  state 
aid  program  and 
some  state  super¬ 
vision. 

Assist  local  gov¬ 
ernments  with 
creative  financing 
(through  technical 
assistance  pro¬ 
grams  and  enabling 
legislation. 

All 

Increase  local  flex¬ 
ibility.  Facilitate 
use  of  beneficial 
techniques,  and 
discourage  im¬ 
proper  use. 

Many  techniques 
are  untested.  May 
result  in  excessive 
short-term  debt, 
or  high  interest 
rates  in  future. 

Create  loan  pro¬ 
grams  for  energy 
impact  assistance. 

Energy-rich  states 

Finances  rapid 
capital  construction 
in  energy  boom 
towns.  Supplement 
to  grant  programs. 

Local  govern¬ 
ments  prefer 
grants  or  sharing 
of  severance 

revenues. 

Increase  state 
supervision  of 
local  debt  manage¬ 
ment. 

States  with  cities 
having  poor  credit 
ratings  or  histories 
of  poor  financial 
management. 

Encourage  respon¬ 
sible  debt  manage¬ 
ment,  and  improve 
credit  ratings. 

Increased  admin¬ 
istrative  costs  for 
local  governments, 
possible  restric¬ 
tion  on  local 
actions. 
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Table  5.7  (continued) 


Action 

Suitable  States 

Benefits 

Drawbacks 

Guarantee  local 

Most  states 

Improve  rating  on 

May  seriously 

debt. 

local  bonds. 

weaken  state 

credit  rating. 

Note:  The  most  effective  measures  are  listed  first. 

Source:  National  Conference  of  State  Legislatures,  Watson,  1982,  as  cited  in  Vaughan 
(1984,  284-85). 


5.7.  This  expanded  state  role,  however,  merits  monitoring  at  the  federal 
level.  It  is  conceivable  that  states  will  be  unresponsive  to  the  economic 
development  and  infrastructure  problems  of  local,  particularly  city,  juris¬ 
dictions.  It  is  important  to  remember  that  part  of  the  reason  for  the  growth 
of  the  federal/city  partnership  in  the  first  place  was  due  to  the  unresponsive¬ 
ness  of  states,  particularly  in  an  era  of  increasing  suburban  dominance  in 
state  governments. 

The  assertion  that  “those  who  benefit,  pay”  also  implies  the  appropriate¬ 
ness  of  user  fees.  First,  user  fees  allow  for  the  incorporation  of  full-cost 
pricing,  which  includes  both  capital  and  maintenance  costs.  Second,  user 
fees  are  a  valid  mechanism  for  incorporating  efficiency  into  the  use  of  a 
public  good.  However,  our  caveat  applies.  Where  user  fees  deny  access  of 
entry  to  the  use  of  goods  or  services,  as  for  lower-income  populations, 
provisions  should  be  incorporated  to  assure  access.  This  could  be  in  the 
form  of  direct  subsidies,  tax  abatements,  etc. 

At  the  same  time,  public-sector  subsidies  of  private  economic  develop¬ 
ment  should  be  applied  with  great  caution.  Most  of  the  costs  of  infrastruc¬ 
tural  development,  where  the  benefitter  is  the  private  developer,  should  be 
borne  by  those  who  benefit.  This  is  consistent  with  our  earlier  position. 

Finally,  although  we  would  argue  that  the  dependence  of  state  and  local 
governments  on  federal  aid  must  be  lessened,  we  nevertheless  maintain  that 
the  federal  government  can  bear  part  of  the  burden,  and  can  certainly 
coordinate  its  activities  to  complement  the  creative  role  of  states  and 
localities.  At  the  very  least,  we  argue  for  a  more  active  participation  of  the 
federal  government  in  the  decentralization  of  financial  and  administrative 
decision  making  concerning  the  infrastructure.  Discretionary  block  grants 
for  capital  financing,  for  example,  ought  to  be  continued  and  expanded. 
However,  these  discretionary  grants  must  allow  states  and  localities  to 
finance  both  the  maintenance  of  public  works  already  in  place  as  well  as 
new  construction  and  rehabilitation. 

The  federal  government  can  also  facilitate  state  and  local  financing 
choices  by  enhancing  their  capacity  to  enter  the  debt  market.  This  can  be 
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accomplished  in  a  number  of  ways:  simple  subsidies  for  state  and  local 
borrowing;  lowering  the  costs  of  borrowing  in  the  tax-exempt  market;  or,  as 
some  have  suggested,  direct  interest  subsidies  to  lower  the  costs  of  taxable 
bonds  issued  by  states  and  localities. 

Each  of  these  suggestions  indicates  the  need  for  the  federal  government 
to  increase  its  planning  and  management  capabilities  in  the  financing  of 
public  works,  and  again  there  are  a  number  of  institutional  settings  within 
which  this  could  be  accomplished.  Some  have  argued  for  an  annual  capital 
budgeting  process  where  Congress  would  be  provided  the  opportunity  to 
look  beyond  the  immediate  horizons  of  pork-barrel  politics  to  a  coordinated 
national  commitment.  Others  have  suggested  an  expanded  institutional  role 
and  power  for  the  Economic  Development  Administration  (eda),  which 
could  coordinate  these  activities.  Still  others  have  suggested  a  new  institu¬ 
tional  setting:  a  National  Infrastructure  Development  Bank— perhaps  mod¬ 
eled  on  the  Reconstruction  Finance  Corporation  (RFC),  or  a  revolving-loan 
National  Infrastructure  Fund  to  bolster  the  financial  viability  and  coordina¬ 
tion  of  state  and  local  infrastructure  development  (National  Infrastructure 
Advisory  Committee  1984). 

Each  of  these  institutional  roles  for  the  federal  government  has  merit,  but 
the  real  point  is  that  given  the  need  for  a  renewed  commitment  to  providing 
infrastructure,  the  public  sector  at  all  levels  must  pursue  economic  develop¬ 
ment  in  a  coordinated  fashion  and  must  adopt  policies  that  are  creative  and 
proactive  rather  than  merely  reactive. 


Appendix 

Methodology 


If  infrastructural  activities  are  inefficient,  inadequate,  or  inappropriate, 
then  the  infrastructure  does  not  perform  as  expected.  Citizen  complaints 
about  potholes  or  bridge  closings  would  indicate  that  the  infrastructure  is 
performing  inadequately.  Under  such  circumstances,  maintenance  prac¬ 
tices  are  questioned  and  public-works  capital  programs  are  scrutinized. 
However,  our  knowledge  about  appropriate  levels  of  maintenance  expendi¬ 
tures  is  inadequate  to  make  universally  applicable  recommendations.  So 
many  variables  affect  the  performance  of  infrastructure  that  general  rules 
and  guidelines  do  not  exist  (consad  1980). 

George  Peterson  (1976)  puts  the  question  of  infrastructure  performance 
in  the  context  of  the  condition  of  the  infrastructure.  He  develops  five 
indicators  of  condition  that,  when  taken  together,  provide  some  insight  into 
the  question  of  performance.  These  include  (1)  direct  observation;  (2) 
maintenance  and  replacement  cycles;  (3)  capital  investment  needed  to 
improve  capital  stock  to  adequate  standards;  (4)  monetary  losses  due  to 
public-stock  condition;  (5)  data  on  annual  capital  and  maintenance 
expenditures. 

Because  we  attempted  to  collect  similar  kinds  of  data  at  each  site,  the 
major  problem  was  collecting  cross-city,  comparable  expenditure  and  reve¬ 
nue  data.  Because  most  cities  do  not  employ  standard  accounting  and 
recording  practices,  the  task  was  by  no  means  easy.  The  Municipal  Finance 
Officers  Association  (mfoa)  has  called  upon  cities  to  begin  standardizing 
accounting  procedures,  but  at  the  time  of  this  study,  few  of  the  case  study 
cities  had.  In  fact,  mfoa  standards  would  not  have  made  our  data  collec¬ 
tion  much  easier,  because  mfoa  guidelines  do  not  prescribe  separating 
data  for  maintenance  outlays  from  total  operating  outlays,  or  revenue- 
source  data  for  capital  outlays.  Because  of  the  differences  in  reporting 
standards,  it  would  be  useful  to  highlight  some  of  the  main  data  “cleansing” 
activities. 
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Maintenance  Expenditures 

Most  of  the  cities  or  special  districts  responsible  for  sewer  and  water 
systems  kept  excellent  records  of  maintenance  expenditures.  Maintenance 
departments  were  often  clearly  delineated  in  the  city’s  annual  financial 
reports  or  other  internal  documents,  so  actual  maintenance  expenditures 
did  not  have  to  be  reconstructed.  These  cities  also  defined  maintenance  in 
virtually  identical  terms  as  encompassing  workers,  equipment,  and  labor, 
and  not  administrative  or  clerical  salaries  or  large  capital  outlays.  However, 
several  problems  did  occur. 

First,  in  three  of  the  cities  (Newark,  Pittsburgh,  Seattle)  the  special 
district  was  responsible  for  sewage-treatment  facilities  and  main  inter¬ 
ceptors,  and  the  city  was  responsible  for  collector  system.  In  Newark, 
maintenance  expenditure  data  were  readily  available;  combining  both  sets 
of  data,  then,  made  Newark’s  sewer-system  maintenance  outlays  compara¬ 
ble  to  the  other  cities.  Pittsburgh  was  much  the  same,  except  that  after 
1973,  collector-system  maintenance  was  not  separable  from  street  and 
bridge  maintenance.  The  amount  of  maintenance  expenditures  lost  due  to 
this  problem  represents  probably  no  more  than  5  percent  of  combined 
treatment  and  collection  maintenance  for  the  fifteen  years  prior  to  1973. 
However,  we  were  unable  to  separate  maintenance  outlays  on  Seattle’s 
treatment  system  from  operating  expenses.  Only  maintenance  on  the  collec¬ 
tor  system  is  comparable  to  other  cities.  One  last  problem  was  that,  like 
Seattle,  maintenance  expenditures  were  not  comparable  for  St.  Louis’s 
sewer  system  because  they  too  were  inseparable  from  total  operating  outlays. 
As  for  maintenance  expenditures  on  the  water  system,  only  in  Newark,  a 
city  with  three  independent  sources  of  water  supply,  and  in  Baltimore  after 
1965,  were  data  not  able  to  be  disaggregated  in  a  manner  comparable  with 
other  cities. 

A  second  problem  was  that  maintenance  expenditures  for  Pittsburgh’s 
water  system  had  to  be  reconstructed  due  to  both  an  accounting  change  in 
1971  and  to  the  fact  that  no  maintenance  line-item  existed.  Estimates  were 
made  by  a  top-ranking  water  department  official,  based  on  the  appropriate 
contribution  of  each  division  to  maintenance  of  the  water  system. 

Other  than  those  specific  problems,  one  general  caveat  should  be  issued. 
Since  the  implementation  of  the  Public  Service  Employment  (pse)  pro¬ 
grams  in  1974,  the  entanglement  of  federal  and  local  funds  for  specific 
activities  has  accelerated  to  a  point  where  intensive  studies  on  just  the 
effects  of  pse — an  effort  well  beyond  the  scope  of  our  project  —  would  be 
required.  Even  though  studies  have  been  undertaken  to  estimate  the  impact 
of  pse  on  city  finances,  the  maintenance  impact  has  been  ignored  and  very 
little  consensus  emerges  over  the  actual  effects  on  city  budgets.  Although 
the  Nathan  et  al.  (1981)  and  National  Research  Council  (1980)  reports 
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indicated  that  pse  funds  were  not  substituting  for  locally  generated  funds 
significantly  (20-40  percent),  in  one  of  our  case-study  cities,  50  of  the 
240  positions  in  one  department  were  ceta  employees.  Prior  to  ceta,  over 
300  positions  were  fully  locally  funded.  The  extent  to  which  that  substitu¬ 
tive  activity  took  place  in  other  cities  has  not  been  consistently  evaluated. 
However,  data  collected  for  wages  and  salaries  that  contributed  to  the 
maintenance  of  a  particular  facility  were,  to  the  best  of  our  knowledge, 
non-CETA  funded. 

Because  maintenance  expenditures  on  water  and  sewer  systems  probably 
do  not  include  ceta  funds,  the  collected  data  are  indicative  of  the  city’s  or 
special  district’s  willingness  and  fiscal  capacity  to  spend  for  maintenance 
activities.  Further,  it  should  be  noted  that  except  in  those  cities  where  water 
and/or  sewer  systems  were  city  responsibilities,  no  federal  funds  could  be 
used  for  operating  or  maintenance  purposes.  They  were  all  to  be  self¬ 
financing  principally  through  user  charges  and,  in  a  few  cases,  property 
taxes.  In  fact,  even  city-owned  water  and  sewer  systems  relied  primarily  on 
user  charges.  Only  city  sewage-collector  systems,  when  combined  organi¬ 
zationally  with  other  public  works  programs,  may  receive  direct  federal 
funds  for  maintenance  purposes  (e.g.,  via  General  Revenue  Sharing)  that 
were  not  identified  and  removed  from  the  data  base. 

Street  and  bridge  maintenance  outlays  for  the  nine  case-study  cities 
required  little  adjustment  to  make  them  comparable.  Dallas  changed  its 
accounting  system  in  1975,  which  added  some  pension  and  equipment 
rental  costs  to  maintenance  outlays.  Thus,  maintenance  expenditures  were 
estimated  between  1975  and  1977  based  on  the  difference  between  these 
new  entries’  estimated  costs  and  total  outlays.  Des  Moines  added  salaries 
for  administrative  and  clerical  work  to  total  maintenance  outlays  for  the 
1 957-  1962  period.  Because  that  addition  was  so  minor,  according  to 
officials,  it  was  not  removed  from  the  data  base. 


Capital  Expenditures 

Because  much  of  the  maintenance  expenditure  data  for  most  of  the  cities 
were  in  ready-to-use  form,  the  process  of  collecting  these  data  was  fairly 
straightforward — but  rather  tedious.  Such  was  not  the  case  for  capital 
outlays.  Numerous  problems  arose  here.  First,  we  decided  not  to  collect  the 
data  according  to  the  day  when  a  project  was  initiated  or  completed,  but 
rather  according  to  when  actual  expenditures  were  made — much  like  the 
Bureau  of  the  Census.  For  multiple-year  projects,  this  meant  outlays  for 
one  project  would  appear  over  the  entire  length  of  the  project,  except  when 
no  work  was  performed.  Second,  because  we  also  wanted  to  collect  revenue- 
source  data  for  each  project  (which  is  the  reason  for  not  consulting  U.S. 
Department  of  Commerce,  City  Government  Finance),  the  usually  accessi- 
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ble  and  reliable  capital-projects  list  or  other  city  records  on  capital  outlays 
often  proved  to  be  useless.  Even  end-of-year  accounting  statements  did  not 
help,  because  in  many  cases  federal  revenues  were  projected  but  not  yet 
received.  For  example,  if  a  project  is  to  be  partially  (or  fully)  funded  by  a 
federal  grant,  the  federal  agency  often  pays  for  the  project  after  its  comple¬ 
tion  or  after  a  phase  of  the  project  is  completed.  In  the  interim,  the  contrac¬ 
tors  require  payment  for  work  rendered.  Cities  often  cover  this  deficit  with 
short-term  anticipation  notes,  usually  revenue  anticipation  notes  (rans). 
The  researcher  had  to  be  quite  careful  not  to  double  count  (i.e.,  add  bond 
funds  from  the  rans  to  federal  funds).  In  most  cases  this  problem  required 
the  researchers  to  collect  data  from  a  capital-projects  list,  capital  officers’ 
worksheets,  contract  awards  files,  and  sometimes  from  annual  financial 
reports,  and  then  to  assign  actual  outlays  to  the  month  and  year  in  which 
expenses  actually  were  incurred.  Obviously  we  attempted  to  collect  data  on 
all  projects,  but  given  the  incredibly  large  number  of  projects,  chances  are 
good  that  we  overlooked  some  projects.  If  so,  it  was  completely  uninten¬ 
tional  and  hopefully  randomly  distributed. 

Another  data-collection  problem  resulted  from  the  fact  that  we  aggre¬ 
gated  annual  capital  outlays  by  individual  project  in  most  cases.  We  needed 
to  denote  what  projects  were  street  and  bridge  projects  and  which  not,  or 
which  were  sewer  and  water  projects  and  which  not.  Where  possible,  when 
projects  were  not  combined,  capital  outlays  for  sidewalks,  street  lighting, 
or  other  activities  that  would  not  be  tied  directly  to  the  function  of  infra¬ 
structure  (i.e.,  a  foundation  for  economic  activity)  were  purposefully 
excluded. 

Because  of  these  restrictions  on  the  data-collection  process,  several  data- 
reconstruction  problems  should  be  explained.  First,  due  to  the  time- 
consuming  nature  of  this  process,  capital  expenditure  data  were  not  always 
collected  for  the  specified  time  period,  1957-1977.  The  data  collection 
began  with  the  most  recent  year  and  worked  back  toward  1957.  When  it 
was  apparent  that  the  data  were  too  difficult  to  obtain  and  reconstruct  in  the 
time  allocated  for  data  collection,  we  collected  at  least  ten  years  worth  of 
data.  1967-1977.  That  single  fact  explains  most  of  the  differences  in  the 
length  of  time-series  data  collected  among  the  cities.  A  second  problem 
obtains  because  of  the  combination  of  revenues  under  one  fund.  For 
example,  federal  funds  to  Dallas’s  water  utilities,  which  includes  both  the 
sewer  and  water  system,  were  combined  in  a  Water  Utility  Fund  account 
with  other  fees  and  charges  and  intergovernmental  revenue.  This  fund  is 
used  for  both  water  and  sewer  capital  projects.  The  amount  of  federal  funds 
for  only  the  water  system  or  for  only  the  sewer  system  was,  therefore,  not 
determinable.  Furthermore,  state  and  federal  aid  were  combined  in  the 
Seattle  water  department's  capital  account  as  well  as  in  the  New  Orleans 
sewerage  and  water  department  capital  account,  and  elsewhere.  Where  it 
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was  feasible,  estimates  of  the  contribution  of  federal  funds  were  made, 
e.g..  New  Orleans;  where  it  was  not  feasible,  it  was  noted,  e.g.,  Seattle. 

Finally,  a  note  on  what  we  decided  when  the  beginning/ending  dates  of 
fiscal  years  were  changed.  Instead  of  allocating  outlays  to  a  different  fiscal 
year  in  order  to  maintain  continuity,  we  accepted  the  fiscal  year  changes 
with  no  attempt  to  adjust  data.  Therefore,  Des  Moines  has  an  eighteen- 
month  fiscal  year  (fy  1974),  but  no  fy  1975;  Hartford  has  a  transitional 
three-month  fiscal  year  called  fy  1975;  Baltimore’s  fy  1966  is  six  months. 
Except  for  these  few  fiscal-year  changes,  annual  expenditure  entries  are 
truly  annual  according  to  the  city’s  fiscal  year.  Some  may  be  January  1  to 
December  31  annual  outlays,  others  July  1  to  June  30,  and  so  on. 


Summary 

In  sum,  five  major  problems  had  to  be  recognized  and  addressed  in 
cleansing  capital  investment  and  maintenance  expenditure  data:  (1)  prob¬ 
lems  of  noncomparable  functional  activities  or  categories,  e.g. ,  some  cities’ 
street  departments  included  sewage-collection  systems;  (2)  problems  of 
inseparability  of  revenue  sources,  e.g.,  some  funds  included  revenues  from 
both  state  and  federal  sources;  (3)  accounting  changes  during  the  period 
under  study  requiring  acknowledgment  of  noncomparable  time-series  data 
or  reconstruction  of  the  data  base;  (4)  requirements  to  collect  actual  expen¬ 
ditures  and  not  intended  (budgeted)  expenditures;  and  (5)  problems  of  the 
fiscal  years  changing  during  the  period  under  study. 

Finally,  we  need  to  mention  one  additional  feature  of  this  study.  The  nine 
selected  cities  were  selected  because  they  represented  many  characteristics 
of  other  American  cities.  Their  selection,  however,  was  not  scientific  or 
random.  They  were  selected  because  they  shared  common  problems  with 
many  other  cities.  Our  results,  therefore,  are  not  generalizable  in  a  statisti¬ 
cal  sense.  Nevertheless,  we  suggest  that  because  of  the  diversity  of  charac¬ 
teristics  among  the  case-study  cities  (i.e.,  size  of  city,  city  manager/strong 
mayor  form  of  government,  degree  of  fiscal  stress),  the  results  of  this  effort 
may  be  applicable  to  other  cities  with  similar  characteristics. 


Notes 


Chapter  I 

1  There  are  a  few  studies  that  attempt  to  focus  on  city-level  infrastructural  issues, 
but  they  tend  to  be  case  studies  from  which  broad  generalization  is  very 
difficult.  See  for  example  the  series  of  case  studies  conducted  by  the  Urban 
Institute  under  the  direction  of  George  Peterson  (1982).  See  also  the  work 
conducted  by  consad  (1980).  In  each  of  these  endeavors  only  a  selection  of 
city  activities  and  facilities  were  examined. 

2  At  the  time  of  the  initial  field  research  both  authors  were  employed  by  consad 
Research  Corporation.  However,  neither  consad  nor  the  U.S.  Department  of 
Commerce,  for  whom  the  initial  study  was  done,  are  responsible  for  conclu¬ 
sions  reached  in  this  study.  The  nine  cities  were  Baltimore,  Dallas,  Des 
Moines,  Hartford,  New  Orleans,  Newark,  Pittsburgh,  St.  Louis,  and  Seattle. 
The  cities  were  selected  to  reflect  some  variance  of  conditions  that  would  seem 
to  affect  fiscal  capacity  and  the  maintenance  and  investment  conditions  of 
infrastructure.  See  the  appendix  to  this  volume,  consad  (1980),  and  Pagano 
(1980)  for  more  details. 

3  There  is  an  interesting  parallel  to  the  argument  made  here  within  the  neo- 
Marxist  literature  on  fiscal  crisis.  See  for  example  the  early  and  well-developed 
argument  of  O’Connor  (1973). 

4  A  number  of  technical  studies  on  performance  criteria  do  exist  and  have  been 
used.  For  example,  for  street  and  bridge  performance  standards,  the  Federal 
Highway  Administration  publishes  an  inventory  and  manual  (U.S.  Department 
of  Transportation  1975).  Similarly,  the  Environmental  Protection  Agency  is 
required  to  provide  a  biennial  “needs  survey”  in  compliance  with  the  Federal 
Water  Pollution  Control  Act  (U.S.  Environmental  Protection  Agency  1982). 
For  an  excellent  review  see  consad  (1980,  vol.  IV,  app.  B),  and  Dames  and 
Moore  (1978). 

5  This  data  collection  was  conducted  while  both  authors  were  employed  by 
consad  Research  Corporation.  A  more  detailed  description  of  the  selection 
process,  which  included  a  preliminary  telephone  survey  of  twenty-seven  cities, 
is  provided  in  consad  (1980).  That  report  also  provides  detailed  descriptive 
case-study  reports  on  the  nine  cities.  See  also  the  appendix  to  this  volume  for 
further  description  of  the  data  collection. 
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Chapter  2 

1  Among  the  exceptions  are  work  done  by  George  Peterson  (1976,  1978,  1981, 
1980-82,  1984)  of  the  Urban  Institute,  John  Petersen  of  the  Municipal 
Finance  Research  Division  of  the  Municipal  Finance  Officers  Association 
(1976),  and  Terry  Nichols  Clark  and  associates  (Clark  and  Ferguson  1983)  at 
the  University  of  Chicago.  Of  course,  crisis  cities  such  as  New  York  City  or 
Cleveland  have  been  examined.  But,  this  has  occurred  precisely  because  these 
cities  are  perceived  as  unique. 

2  We  use  the  term  tax  burden  throughout  this  section,  but  a  more  appropriate  term 
might  be  “municipal  public  sectors’  cost  burden  per  capita,”  because  (a)  own- 
source  revenue  may  include  more  than  tax  receipts,  and  (b)  this  ratio  does  not 
include  mean  costs  to  individuals  of  other  local  fees  and  taxes  (e.g.,  user  fees 
paid  to  autonomous  authorities). 

Chapter  3 

1  The  degrees-of-freedom  problem  is  not  uncommon  in  budgeting  studies  that 
use  time-series  data.  For  example,  Crecine’s  (1969)  seminal  work  on  simula¬ 
tion  of  the  operating  budget  had  three  or  four  years  worth  of  data  for  three  cities 
(Detroit,  Pittsburgh,  and  Cleveland).  Larkey’s  (1979)  excellent  evaluation  of 
the  grs  program  contained  fourteen  to  twenty  years  worth  of  data  for  five 
medium-  to  large-sized  cities.  The  number  of  observations  in  the  present  study 
ranges  from  ten  to  twenty-one  years.  Admittedly,  a  degrees-of-freedom  problem 
may  exist,  but  cost  constraints  make  it  unavoidable. 

Chapter  5 

1  In  New  Jersey,  this  rescission  meant  a  drop  from  $180  million  to  $1 10  million 
in  1981.  As  a  result,  available  federal  money  fell  from  $200  million  per  year 
(1972-1981  average)  to  $100  million  per  year  (projected  from  1982-1985) 
( Conference  on  New  Jersey's  Infrastructure  Bank  1983). 

2  As  Pagano  (1984,  3)  notes: 

Not  until  1976  were  Federal  Aid  highway  funds  allowed  for  activities  other  than 
construction.  In  the  1976  legislation  construction  was  redefined  as  Resurfacing,  Restora¬ 
tion  and  Rehabilitation  (3R),  making  these  activities  eligible  for  federal  highway  funds. 

.  .  .  The  1981  highway  act,  which  followed  a  popular  media  blitz  of  the  "deteriorating 
infrastructure"  problem,  expanded  the  term  construction  to  include  the  fourth  “R”  or 
Reconstruction.  .  .  .  The  wastewater  construction  grant  program,  on  the  other  hand,  has 
no  comparable  maintenance  component.  It  has  always  been  strictly  a  capital  program. 
The  1981  changes  disallow  federal  funding  of  wastewater  treatment  capacity  expansion 
due  to  population  growth — now,  that  is  to  be  financed  by  the  locality. 

3  The  1978  report  is  considered  to  be  the  first  report  in  spite  of  amendments  to 
the  1970  Urban  Growth  and  New  Community  Development  Act  that  required  a 
biennial  presidential  report.  The  1972,  1974,  and  1976  “reports”  were 
severely  criticized  by  local  and  state  government  officials,  Congress,  and  urban 
public  interest  groups  for  not  acknowledging  that  an  urban  crisis  existed,  let 
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alone  proposing  policies  to  address  the  crisis.  Indeed,  the  Nixon  and  Ford 
administrations  asserted  that  there  was  no  urban  crisis  (see  Stowe  1980). 

4  More  recent  statements,  such  as  those  by  the  President’s  Commission  for  a 
National  Agenda  for  the  Eighties  (1980)  and  the  National  Research  Council 
(1982),  are  either  non-  or  anti-urban  in  focus  or  explore  issues  that  are  well 
beyond  the  scope  of  an  urban  policy.  This  move  away  from  a  national  focus  on 
urban  problems  is  even  more  explicit  in  the  1982  National  Urban  Policy  Report 
(U.S.  President  1982). 

5  As  Nathan,  Doolittle,  and  Associates  (1983)  note,  however,  wastewater  treat¬ 
ment  grants  had  a  1981  budget  authority  of  $3.3  billion  prior  to  rescission  of 
$1.7  billion.  Thus,  the  increase  to  $2.4  billion  is  an  increase  only  in  terms  of 
post-rescission  authority.  In  terms  of  original  1981  budget  authority,  it  is  in  fact 
a  decrease. 

6  The  deteriorating  quality  of  tax-exempt  debt  can  be  seen  in  several  ways:  the 
problem  of  servicing  existing  debt,  the  reliance  of  local  governments  on  short¬ 
term  debt,  the  introduction  of  many  creative  finance  options,  etc.  These  uncer¬ 
tain  qualities  of  current  state  and  local  debt  worry  investors  and  rating  agencies, 
which  have  responded  by  downgrading  credit  ratings.  Petersen  and  Hough 
(1983,  18)  note  the  response:  during  the  first  eight  months  of  1982,  Moody’s 
reduced  the  rating  on  almost  twice  as  many  tax  exempts  as  they  raised.  “The 
384  downgradings  .  .  .  were  more  than  four  times  as  many  as  were  reported  for 
all  of  1979." 
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